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ABSTRACT
This thesis analyzes condominium and apartment development in the downtown Chicago residential
market between 1997 and 2011. Specifically, it focuses on developments that converted from apartments
to condominiums mainly during the boom years between 1997 and 2007 and developments that converted
from condominiums to apartments during the bust years between 2008 and 2011. In the case of the latter,
this thesis seeks to determine the reason or reasons that these developments had to convert from
condominiums to apartments through a detailed analysis of four such developments. This analysis
addresses development drivers including timing, pricing, and location. Additionally, this thesis considers
the overall market conditions including supply, demand, economics, and demographics to determine what
caused the boom and the ultimate bust of the market and these developments.
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CHAPTER 1: INTRODUCTION
1.1 Thesis Objective
The objective of this thesis is to analyze condominium and apartment development in the downtown
Chicago residential market between 1997 and 2011. Specifically, it will focus on developments that
converted from apartments to condominiums mainly during the boom years between 1997 and 2007 and
developments that converted from condominiums to apartments during the bust years between 2008 and
2011. In the case of the latter, this thesis seeks to determine the reason or reasons that these
developments had to convert from condominiums to apartments through a detailed analysis of four such
developments. This analysis addresses development drivers including timing, pricing, and location.
Additionally, this thesis considers the overall market conditions including supply, demand, economics,
and demographics to determine what caused the boom and the ultimate bust of the market and these
developments. This thesis will examine the relationship between condominium pricing and apartment
rents to determine if there was a pricing bubble in the market.
1.2 Methodology
This thesis was completed primarily through information gathering and analysis. The methodology
included several major steps. First, developments built between 2001 and 2011 were identified and then
reviewed to determine which ones converted from apartments to condominiums or from condominiums to
apartments. Second, the economic and demographic trends of the area were analyzed to better understand
the supply and demand characteristics in the market. Third, the real estate market was quantitatively and
qualitatively studied to understand the macro and micro conditions of the boom and bust. Fourth, a
sample of developments was examined to understand the extent and characteristics of conversion activity
and financial distress for developments in the market. Fifth, four developments were selected as case
studies to understand the effects of the boom and bust on a property-level basis and to determine the
related financial implications for involved parties.
1.3 Data Sources
This thesis utilized data from numerous sources. The major sources data, however, were CBRE
Econometric Advisors, Appraisal Research Counselors, Esri, and Crain's Chicago Business. CBRE
Econometric Advisors, the leading commercial real estate research services firm, provided development
and employment statistics. Appraisal Research Counselors, the leading real estate appraisal, research and
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consulting firm focusing on the Chicago market, provided information and statistics for the downtown
Chicago real estate market as well as individual developments. Esri, a provider of geographically-driven
information and analysis, provided economic and demographic information. Crain's Chicago Business,
the nation's preeminent regional business newspaper, provided market and development statistics,
analysis, and commentary. Other data sources included local and national websites and publications.
Additionally, interviews were conducted with various market participants including developers, owners,
consultants, and media reporters to gain a more thorough understanding of the entire market and
individual developments.
1.4 Major Findings
The downtown Chicago residential market development boom was supported by demand from strong
economics and demographics trends. The demand that drove the boom from 1997 through 2007,
however, was ultimately weakened for a numerous reasons but especially pricing. In a sample of three
neighborhoods, condominium prices increased at a significantly higher rate than apartment rents, which
suggests that there was a price bubble in the downtown Chicago residential market. While condominiums
may have become excessively overpriced during the boom, the market stock does not appear to have been
grossly overbuilt. Based on historic and projected downtown population growth, all of the downtown
stock would have been absorbed by 2012. Nevertheless, the decrease in demand resulted in several
condominium developments converting to apartments with many of these properties experiencing
financial distress and taking financial losses.
1.5 Thesis Structure
This thesis consists of this introduction chapter and five other chapters. Chapter 2 focuses on the
economy and economy and demographics for main two geographic areas: the Chicago-Joliet-Naperville,
IL-IN-WI Metropolitan Statistical Area and downtown Chicago. It compares the population,
employment, household median income, and other select demographics between the two areas. Chapter 3
focuses on the downtown Chicago residential market between 1997 and 2011 with an emphasis on the
condominium and apartment markets. It includes historical statistics and single and multi-period market
summaries. Chapter 4 analyzes a 145-property sample of apartment and condominium developments
built in downtown Chicago between 2000 and 2011. It focuses on developments that were either
converted from condominiums to apartments or from apartments to condominiums in response to
changing market conditions. It also inventories for developments that became financially distressed.
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Chapter 5 presents cases studies for four developments that converted from condominiums to apartments.
It analyzes the financial impact on the developments from the conversions and considers factors that
contributed to the conversions including timing, location, and pricing. Chapter 6 is the thesis conclusion,
which considers the information and analysis presented in the previous four chapters.
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CHAPTER 2: ECONOMY AND DEMOGRAPHICS
This chapter focuses on the economy and demographics for main two geographic areas: the Chicago-
Joliet-Naperville, IL-IN-WI Metropolitan Statistical Area and downtown Chicago. The employment
discussion, however, focuses on the "urban core" area, which is defined by CBRE Econometric Advisors.
This area is marginally larger than the downtown area, but it is similar enough for this analysis.
For the economy this chapter considers three main statistics: population, employment and household
median income. The population and household median income statistics were measured in 1990, 2000
and 2010 whereas the employment statistics were measured in 1994, 1999, 2004, and 2009. In addition to
these three economic statistics, this chapter considers select demographic statistics that are useful for this
analysis.
2.1 Geographic Areas
2.1.1 The Chicago-Joliet-Naperville, IL-IN-WI Metropolitan Statistical Area
The Chicago-Joliet-Naperville, IL-IN-WI Metropolitan Statistical Area ("MSA") consists of 14 counties
across Illinois (8), Indiana (4), and Wisconsin (2). It is the third largest Metropolitan Statistical Area in
the country behind Los Angeles-Long Beach-Santa Ana, CA and New York-Northern New Jersey-Long
Island, NY-NJ-PA. 1 The MSA includes the city of Chicago.
2.1.2 Downtown Chicago
Downtown Chicago ("downtown") is an approximate 6.41 square-mile area in the city of Chicago and
corresponds with the six submarkets that form the downtown Chicago residential market as defined by
Appraisal Research Counselors. The six submarkets are Gold Coast/Near North, South Streeterville,
River North, West Loop/West River, The Loop/New Eastside, and the South Loop. The area is generally
bordered by Chicago Avenue and Division Street on the north, Lake Michigan on the east, Cermak Road
and the Eisenhower Expressway on the south, and the Chicago River and Ashland Avenue on the west.2
The downtown is situated within the MSA. A brief description of each submarket is as follows:
Gold Coast/Near North
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Gold Coast/Near North is located north of River North and Streeterville. It is bordered by Chicago
Avenue to the north, Lake Shore Drive to the east, Chicago Avenue to the south, and the Chicago River to
the west.3
In the late 1800s, much of the area was known as the "Astor Street District" after Astor Street. After the
Great Chicago Fire in 1871, Potter Palmer, who was living on the affluent and established Prairie Avenue
south of the business district, began purchasing land in the area, which was still sparsely populated and
largely swampland. In 1875, when a portion of Lake Shore Drive was completed, the area increased in
popularity and affluent families located to the area and built large residences. In the late 1800s and early
1900s, the area supplanted Prairie Avenue as the residential locale for Chicago's leaders in social,
cultural, and economic activities. 4
Today, Gold Coast/Near North is the city's premier residential area. It has a range of residential uses
including ranging from historic mansions, brownstones and graystones to modern condominium towers.
5
Gold Coast/River North is also renowned for shopping as it connects with the Magnificent Mile, the city's
premiere retail destination.
The Loop/New Eastside
The Loop/New Eastside is bordered by Chicago River on the north and west, Lake Michigan on the east,
and Congress Street on the south.
The Loop section of this area is the center of downtown Chicago. Aside from being Chicago's central
business district and center seat of government, the Loop includes the city's premier theatre district,
which includes the Goodman Theatre, the Lyric Opera House, the Chicago Symphony Orchestra, the
Cadillac Palace Theatre, the Ford Center for the Performing Arts, the Bank of America Theatre, and the
Chicago Theatre.6 While it was historically comprised of office buildings, hotels, and retail stores, the
Loop has emerged as a residential area with many condominiums and apartments building within the last
15 years.
The New Eastside section of this area is situated northeast of the Loop. It is the city's newest
neighborhood having been developed along with Millennium Park atop a railroad yard. While somewhat
isolated from downtown, it is proximate to Lake Michigan, Millennium Park, and Grant Park. The
neighborhood is effectively a master-planned community with primarily residential uses surrounding the
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six-acre Lakeshore East Park. For housing, New Eastside offers primarily new townhouses and modern
high-rise apartments and condominiums.7
Additionally, the Loop/New Eastside is the location of two major parks, Grant Park and Millennium
Park,8 well as the city's second major shopping district, The Magnificent Mile, and a major museum, Art
Institute of Chicago.9
River North
River North is located directly north of the Loop. It is bordered by the Chicago River on the south and
west, Division Street on the north, and Wabash Avenue on the east.' 0
In the late 1800s, the area was a center of industry with rail and port activities, but from the 1920s through
the 1970s, the area was abandoned by industry and became an urban wasteland and the city's "red light
district". In the 1980s, however, artists and other creative types moved into the area for its inexpensive
loft space. In the 1990s, the area gentrified bring additional residential from new construction and
rehabilitations. Additionally, more professional firms including those in law, architecture, design, and
advertising located to the area. In the 2000s, the area attracted 10,000 new condominiums and 25,000
new residents. "
Today, River North is now one of the city's premier destinations for living, dining, shopping, nightlife
and the arts. There are several subsection of River North including the Cathedral District and the Gallery
District. The Cathedral District is the location Holy Name Cathedral and St. James Cathedral,12 while the
Gallery District is a concentration of art, craft, and design-related activities.' 3
West Loop / River West
West Loop/River West is located directly west of the Loop. It is generally bordered by Chicago Avenue
on the north, the Chicago River on east, the Eisenhower Expressway on the south, and Ashland Avenue
on the west. The south and west borders, however, are expanding with new development. 4
In the 1800s and 1900s, the area served primarily as a market district with wholesale food activities,
especially meatpacking. In recent times, however, much of industry was replaced by residential as artist
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moved into the area for inexpensive loft space for housing and galleries. As the art scene thrived, the area
attracted more residential and commercial investment 15
Today, the West Loop/River West is a thriving, less-expensive option to River North.'6 It is also
considered to the city's most "urban" neighborhood. 17 The area is the location of the United Center where
the Chicago Bulls and Chicago Blackhawks play games.18 For housing, the area has a mix including
renovated industrial lofts building and modern, high-rise residential towers. 19
South Streeterville
South Streeterville is located just northeast of the Loop. It is bordered by the Chicago River on the south,
Michigan Avenue on the west, Chicago Avenue on the north and Lake Michigan on the east.
In the late 1800s, much of the area was under water until after the Great Fire of 1871 when it became a
dumping ground for construction debris that turned it into a landfill which then became a shantytown.
Soon thereafter, nearby landowners developed a road through the area to connect downtown with the
North Side. The road became Lake Shore Drive and attracted development to the area. In the 1920s, with
the construction of the Michigan Avenue Bridge and subsequent commercial development of Michigan
Avenue, South Streeterville became the most valuable real estate in Chicago. Between the late 1940s and
later 1970s, the area was heavily developed with mixed-use high-rise buildings including the John
Hancock Center in 1969 and Water Tower Place in 1976. Soon thereafter, residential development
ensued and still continues today. 20
Today, Streeterville is one of the city's busiest neighborhoods in part because of its many attractions
including the Magnificent Mile, Navy Pier, and the Museum of Contemporary Art.2 ' For housing, South
Streeterville offers primarily vintage and modern high-rise apartments and condominiums.
South Loop
The South Loop is located directly south of the Loop. It is bordered by Congress Parkway on the north,
Lake Michigan on the east, Cermak Road on the south, and the Chicago River on the west.
In the 1800s, the area was heavily used by railroads for passenger stations and freight warehouses. It was
one of the few downtown areas to escape the Great Chicago Fire. In the early 1900s, with the railroads
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still flourishing, Chicago became the country's printing center, so large loft buildings were constructed in
what would become known as Printer's Row. In time, however, with changes in transportation and
technology, the area was abandoned by much of industry, and the area languished.24
In the mid-1900s, as the Loop built out, developers moved to redevelop the South Loop. It has become
one of the city's most heralded large-scale redevelopments as industrial buildings that survived the Great
Chicago Fire have been repurposed for residential and other uses. The South Loop also encompasses
several residential sections including Printer's Row and Dearborn Park. The area includes popular tourist
attractions such as Grant Park, the Field Museum, Shedd Aquarium, and Adler Planetarium, as well as
two schools, Columbia College and the School of Art Institute. For housing, the South Loop offers
condominiums, lofts, single-family homes, and townhouses.
2.2 Economy
2.2.1 Population
MSA Population
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Between 1990 and 2010, the MSA population increased by 1,279,029 people or 15.6% to 9,461,105 from
1,882,076. The increase between the first and second ten-year periods, however, was significant. From
1990 through 2000, the population increased by 11.2% or 916,240 people to 9,098,316, while from 2001
through 2011, it only increased by 4.0% or 362,789 people to 9,461,105. In total, 71.6% of the MSA
population growth over the 20-year period occurred during the first 10 years, while 28.4% was in the
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second 10 years. Though the MSA still had overall growth from 1990 through 2010, the trend during the
20-year period, especially during the second half of it, is noteworthy and possibly concerning. If the
population growth again decreased by 553,451 people as it did between 2000 and 2010, the MSA would
lose overall population.
Downtown Population
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Between 1990 and 2010, the downtown population increased by 70,136 people or 81.5% to 156,184 from
86,048. While 81.5% growth during the 20-year period is significant, it was based on a relatively small
population of 86,048 people in 1990. The important statistic is that while the percentage growth was
substantial during the first and second ten-year period, it was actually stronger during the latter one.
From 1990 through 2000, the population increased by 27.0% or 23,237 people to 109,315 whereas it
increased by 42.9% or 46,869 to 565,184 between 2000 and 2010. In total, 66.8% of the total percentage
growth occurred during the second-ten year period on a larger base population.
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MSA vs. Downtown Population Growth
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The MSA and the downtown both had strong overall population growth from 1990 through 2010. While
the population of the downtown area increased much faster on a percentage basis than the MSA, it was
mainly due to its 1990 population being 156,184 people, which represented only 1.9% of the 8,182,076
people in the MSA at that time. While the downtown population increased by 70,136 people, that of the
MSA increased by 1,279,029 people, so there were 1,208,893 people that moved into the MSA, but not
the downtown area. What is not clear in these immediate statistics, however, is how many of those
1,208,893 people moved to within Chicago and not the surrounding suburban area. As previously
mentioned, however, the MSA population growth rate from 2000 through 2010 was low compared with
1990 through 2010. With the Chicago area being the population and economic center of the Midwest, the
population growth rate albeit positive, may be a cause for concern. In any case, in a basic comparison
between the MSA and downtown, the downtown population increased at a significantly higher rate than
did the MSA which supports the "return to the city" movement and is positive for the downtown and city.
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2.2.2 Employment
MSA Employment
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Between 1994 and 2009, the MSA employment increased by 321,147 (or 9.8%) jobs to 3,613,012 from
3,291,865. The growth during each of the three 5-year periods, however, was inconsistent. From 1994
through 1999, the employment increased by 12.9% or 423,444 jobs to 3,715,309. This period had the
highest growth in both the number and percentage of jobs and it accounted for 99.3% of the total gained
employment during the 15-year period. Between 2000 and 2004, the MSA employment increased by
only 2,780 jobs or 0.1% to 3,718,089. These 2,780 jobs accounted for 0.7% of the total gained job during
the 15-year period. From 2005 through 2009, the MSA employment decreased by 2.8% or 105,077 jobs.
With no growth during this period, it was the worst performing period of the three.
Distressed Conversions
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Urban Core Employment
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Between 1990 and 2010, urban core employment increased by 80,886 people or 12.9% to 710,002 from
629,116. The growth during each of the three 5-year periods was not consistent. Between 1994 and
1999, the employment increased by 10.8% or 68,199 jobs to 697,315. The growth during this period was
the highest for total and percentage of jobs. It accounted for 61.3% of the total employment increase
during the 15-year period. From 2000 through 2004, the urban core lost 30,419 jobs or 4.4% of the
employment. It was lowest and only negative period of job growth. The urban core gained 43,106 jobs
between 2005 and 2009. Those 43,106 jobs accounted for 38.7% of the total employment for the 15-year
period and represented a net gain of 12,687 jobs since 2000.
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MSA vs. Urban Core Employment
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From 2004 through 2009, while the MSA lost 105,077 (-2.8%) jobs, the urban core gained 43,106 (6.5%).
There are numerous possibilities for this statistic including (1) urban core employment may have grown
organically from within, (2) employment relocated to the urban core from other parts of the MSA, or (3)
employment located to the urban core from outside of the MSA, but the number of jobs was not enough
to offset the overall MSA employment loss. During the 15-year period, the number of jobs created in the
each the MSA and urban core was marginally disproportionate the total number of jobs in each. As of
2009, employment in the urban core was 710,002, which represented 19.7% of the employment in the
MSA. Between 1994 and 2009, the urban core gained 80,886 jobs, which was 25.2% of the jobs created
in the MSA. Likewise, the MSA had employment of 3,613,012 in 2009. This number represented 80.3%
of the non-urban core jobs in the MSA. From 1994 through 2009, the non-urban core MSA gained
321,147 jobs, which represented 74.8% of the total jobs in the MSA. Ultimately, the downtown
employment increased at a higher rate than did the MSA between 1994 and 2009, which like the
population comparison between the MSA and downtown, demonstrates a trend of supports the "return to
the city" movement.
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2.2.3 Median Household Income
MSA Median Household Income
$60,000
$55,000
$50,000
$45,000
$40,000
$35,000 N
1990 2000
-on-Median Household Income -- *-Total % Change -as- 10-Year % Change
Source: Esri
Between 1990 and 2010, the MSA median household income increased by $21,600 or 60.3% to $57,427
from $35,827. The increase between 1990 and 2000 was significantly greater than the increase between
2000 and 2010. Between 1990 and 2000, the MSA median household income increased by $15,401 or
43.0% to $51,228 from $35,827, while it only increased by $6,199 or 12.1% to $57,427 through 2010.
The $15,401 increase from 1990 through 2000 and the $6,199 increase between 2000 and 2010 accounted
for 71.3% and 28.7%, respectively, of the total increase during the 20-year period.
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Between 1990 and 2010, the downtown median household income increased by $25,682 or 67.9% to
$63,492 from $37,810. The increase between 1990 and 2000 was significantly greater than the increase
between 2000 and 2010. From 1990 through 2000, the downtown median household income increased by
$20,468 or 54.1% to $58,278 from $37,810, while it only increased by $5,214 or 8.9% to $57,427 through
2010. The $20,468 increase from 1990 through 2000 accounted for 79.7% of the total $25,682 increase
during the 20-year period, while the $5,214 increase between 2000 and 2010 accounted for the other
20.3%. In 1990, the downtown median household income was 5.5% greater than the MSA median area
income and the spread increased to 10.6% in 2010.
MSA vs. Downtown Median Household Income
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2.3 Other Demographics
2.3.1 Households by Type
Household Type MSA Downtown
Total Households 3,475,726 100% 93,624 100%
Household with 1 Person 947,115 27.2% 53,603 57.3%
Household with 2+ Person 2,528,611 72.8% 40,020 42.7%
Family Households 2,307,715 66.4% 28,059 30.0%
Families Husband-Wife 1,663,565 47.9% 22,779 24.3%
Children With Own 774,345 22.3% 5,428 5.8%
Spouse) Other Family (No 644,150 18.5% 5,280 5.6%
Children With Own 315,711 9.1% 2,183 2.3%
Non-Family Households 220,896 6.4% 11,961 12.8%
All Households with Children 1,216,550 35.0% 8,079 8.6%
Multigenerational Households 178,372 5.1% 509 0.5%
Unmarried Partner Households 214,258 6.2% 6,848 7.3%
Male-Female 188,907 5.4% 5,895 6.3%
Same-Sex 25,351 0.7% 953 1.0%
Average Household Size 2.68 1.58
Source: Esri
Of all downtown households, 57.3% are occupied
is 27.2%. On a percentage basis, the downtown
MSA because of single-person households. This:
by only one person compared with the MSA, where it
requires more than twice as much housing as does the
statistic when considered with the growing population,
especially over the last 10 years, demonstrates a strong market for downtown housing. Furthermore, the
average household size downtown for this measurement is 1.58 compared with 2.68 in the MSA. In
result, for every five people in the downtown, 3.16 units of housing are required whereas that number is
1.86 in the overall MSA. These statistics not only demonstrates demand for smaller units such as
apartments and condominiums, but it also shows there is a more demand on a percentage basis for more
total units of housing.
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2.3.2 Households by Income
Household Income MSA Downtown
<$15,000 406,660 11.7% 15,167 16.2%
$15,000 - $24,999 326,718 9.4% 7,120 7.6%
$25,000 - $34,999 316,291 9.1% 6,228 6.7%
$35,000 - $49,999 444,893 12.8% 9,298 9.9%
$50,000 - $74,999 636,058 18.3% 14,402 15.4%
$75,000 - $99,000 469,223 13.5% 10,653 11.4%
$100,000 - $149,000 500,505 14.4% 11,762 12.6%
$150,000+ 375,378 10.8% 18,994 20.3%
Total 3,475,726 100% 93,625 100%
Median Household
Income $57,427 $63,492
Average Household
Income $77,623 $94,489
Per Capita Income $29,069 $58,288
Source: ESRI
As previously discussed, the downtown median area income of $63,492 is 10.6% greater than $57,427 of
the MSA. Additionally, the former increased by 67.9% from 1990 through 2010, while the latter
increased by 60.3% during the same time period. The downtown average income household income of
$94,489, however, is 21.7% greater than the MSA where it is $77,623. The higher average household
income in the downtown results from a greater percentage of its households being in the higher income
brackets. In the downtown, 32.9% of households have incomes greater than $100,000 including 20.3%
with incomes greater than $150,000. Meanwhile, in the MSA, 25.2% of households have incomes greater
than $100,000 including 10.8% with incomes greater than $150,000. On a percentage basis, the
downtown has nearly twice as many households with incomes greater than $150,000. With a higher and
faster growing income along with a more rapidly increasing population, the downtown area may have had
real demand and was seen as a more opportunistic location for real estate development than the rest of the
MSA.
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2.3.3 Population by Age
Age
Group MSA Downtown
0-4 632,763 6.7% 6,096 3.9%
5 -9 652,898 6.9% 2,748 1.8%
10-14 670,574 7.1% 2,099 1.3%
15 - 19 682,270 7.2% 5,584 3.6%
20-24 628,401 6.6% 15,783 10.1%
25 - 29 697,773 7.4% 29,651 19.0%
30 - 34 666,882 7.0% 21,996 14.1%
35 - 39 656,868 6.9% 13,142 8.4%
40-44 663,344 7.0% 9,583 6.1%
45 -49 696,765 7.4% 8,622 5.5%
50 - 54 681,436 7.2% 8,250 5.3%
55-59 580,367 6.1% 8,126 5.2%
60-64 470,871 5.0% 8,071 5.2%
65 - 69 333,871 3.5% 5,848 3.7%
70-74 245,125 2.6% 4,007 2.6%
75-79 191,799 2.0% 2,768 1.8%
80- 84 155,768 1.6% 2,049 1.3%
85+ 153,330 1.6% 1,763 1.1%
Total 9,461,105 100% 156,186 100%
18+ 7,083,295 74.9% 143,955 92.2%
Median
Age 35.8 33.7
Source: ESRI
The median age of the MSA and downtown is 35.8 and 33.7, respectively. Two important ages groups to
consider, however, are 20-29 and 30-39. In downtown, 29.1% of the population is between 20 and 29,
while the same age group only accounts for 14.0% of the MSA population. The 20-29 age group is a key
demographic for apartment renters as this population often tends to just graduated college or has been
working for several years, but either does not have the resources, careers stability, or desire to own real
estate. Meanwhile, the percentage of the population between 30 and 39 is 22.5% downtown and 14.0% in
the MSA. The 30-39 age group captures renters leaving the 20-29 age group as they transition from
renting to owning. At this point, the 30-39 age group is more established in their careers and has the
resources and desire to own a real estate. A high and growing population of this demographic in the
downtown can be construed as a strong indicator for current or future condominium demand in the
downtown. Also, 92.2% of the downtown population is 18 years or older, while only 74.9% is in the
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MSA. This statistic demonstrates that a larger percentage of the downtown population is already in the
renter or owner demographic or will be within the near term.
2.3.4 Total Housing Units by Occupancy
Occupancy MSA Downtown
Occupied Housing Units 3,475,726 91.5% 93,624 82.6%
Vacant Housing Units
For Rent 120,831 3.2% 6,471 5.7%
Rented, Not Occupied 5,855 0.2% 375 0.3%
For Sale Only 61,526 1.6% 3,982 3.5%
Rented or Sold, not Occupied 10,194 0.3% 414 0.4%
For Season/Recreation/Occasional
Use 26,754 0.7% 6,417 5.7%
For Migrant Workers 111 0.0% 4 0.0%
Other Vacant 96,250 2.5% 2,068 1.8%
Total 3,797,247 100% 113,355 100%
Total Vacancy Rate 8.5% 17.4%
Source: ESRI
While the total vacancy rate for the downtown is 17.4%, which is higher than the 8.5% in overall MSA,
an important component of this number are those units ascribed as "For Season/Recreation/Occasional
Use". For the downtown, this vacancy type accounts for 5.7% of the total housing units, while in the
MSA, it only accounts for 0.7%. In many cases, these units downtown may be used as a second homes or
a "pied-a-terre" for a population with a primary residence within the MSA, but outside of the downtown
area. Furthermore, those owning such units tend to have not only a higher income than the general
population, but also have more disposable income, which allows for luxury purchases such as downtown
real estate. While these units may not be primary residences or occupied on a regular basis, it is a bit of a
misnomer to describe them as vacant. These types of units owned by the aforementioned demographic
are a real and growing market in cities around the country and world. In Chicago, these types of units
accounted for only 1.5% and 2.4% of the total downtown housing units in 1990 and 2000, respectively.
Now at 5.7%, the market has doubled in 10 years and nearly quadrupled in 20 years, and currently
accounts for nearly 6,500 units in the market. This historic growth clearly demonstrates a strong demand
in the city for real estate, especially condominiums.
Distressed Conversions 25
2.3.5 Households by Tenure and Mortgage Status
Tenure and Mortgage Status MSA Downtown
Owner Occupied 2,293,837 66.0% 43,133 46.1%
Owned with a Mortgage
Loan 1,748,013 50.3% 34,963 37.3%
Owned Free and Clear 545,824 15.7% 8,170 8.7%
Average Household Size 2.79 1.67
Renter Occupied 1,181,889 34.0% 50,491 53.9%
Total 3,475,726 100% 93,624 100%
Average Household Size 2.45 1.51
Source: ESRI
Of the downtown households, 53.9% are renters compared with only 34.0% in the MSA. This statistic
alone makes a very strong case for rental units in the downtown. For an apartment developer, knowing
that the population downtown is increasing and the majority of households are renters, it becomes very
sensible to build to meet the current and future demand. For condominium developers, while there is
more risk, an argument can be made to develop condominiums to meet the demand as these renters
become owners. In the case of downtown, these renters are not just becoming owners after they age
beyond the key rental demographic of 20-29, but may be coming owners sooner and employment and
household income has increased at a higher rate downtown than in the overall MSA. In the downtown,
the average household size is 1.51 compared with 2.45 in the MSA. This statistic combined with the
growing population, suggests that demand will actually be greater for more housing downtown that in the
MSA. In the downtown, for every additional person in the population, you can justify developing one
additional unit of housing. In the MSA, as each household includes almost one more person than in the
downtown, the demand for total housing units drops by nearly one-third.
2.4 Chapter Summary
The economics and demographics supported a strong market for more smaller-unit housing units such
apartments and condominiums in the downtown market. Between 1990 and 2010, the downtown had
stronger economic growth than the MSA. The downtown population increased by 81.5%, while the MSA
population increased by only 15.6%. Moreover, the downtown population increased by 42.0% compared
with 4.0% in the MSA from 2000 through 2010 alone. From 1994 through 2009, the urban core
employment increased 12.9% while the MSA increased by 9.8%. The urban core gained a
disproportionate 25.2% of the jobs created in the MSA during this period. This population and
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employment growth evidences a "return to the city" movement that created demand for downtown
residential housing. Additionally between 1990 and 2010, the downtown median household income
increased by 67.3% compared with 60.3% in the MSA resulting in the downtown median household
being 10.6% greater than that for MSA in 2010 compared with 5.5% in 1990. The higher and more-
increasing income in the downtown suggests that its population likely had the money to buy new and old
downtown residential housing. In regard to the select demographics, those for the downtown all
evidenced a market strong a growing market that could support development.
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CHAPTER 3: DOWNTOWN CHICAGO RESIDENTIAL MARKET
This chapter focuses on the downtown Chicago residential market between 1997 and 2011. More
specifically, it focuses on the "boom" from 1997 through 2007 and the "bust" from 2008 through 2011.
The first part of this chapter focuses on the overall housing boom and bust in the downtown Chicago
residential market while emphasizing condominiums and apartments. It includes statistics and analysis
on the condominium and apartment stocks, apartment occupancy and rent statistics, and condominium
sales prices. It is meant to provide a more macro-level view of the market. The second part of this
chapter focuses in on the condominium and apartment markets through single-year period and multi-year
period summaries meant provide a more micro-level view of the market.
3.1 Downtown Chicago Residential Statistics
3.1.1 Apartment & Condominium Stock
Apartment & Condominium Stock
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Between 1997 and 2011, the downtown market stock increased by 54,893 (107.1%) units to 106,145 from
51,252. The 54,893 units included 4,088 (7.4%) apartments and 50,805 (92.6%) condominiums. The
compound annual growth rate of the stock during this period was 5.0% resulting in an average of 3,660
units annually.
From 1997 through 2007, the downtown market stock increased by 40,442 (78.9%) units to 91,694 from
51,252. The 40,442 units included 42,401 (105.0%) condominiums of which 1,959 (-0.5%) were
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condominium conversions. The compound annual growth rate of the stock during this period was 5.4%
resulting in an average of 3,677 units annually.
Between 2008 and 2011, the downtown market stock increased by 14,451 (15.8%) units to 106,145 from
91,694. The 14,551 units included 6,047 (41.8%) apartments and 8,404 (58.2%) condominiums. The
compound annual growth rate of the stock during this period was 3.7% resulting in an average of 3,613
units annually. In 2008, the number of units added to the stock annually peaked at 6,195 and then
decreased by 13.1% to 5,378 in 2009, 47.5% to 2,287 in 2010, and 98.4% to 46 in 2011.
3.1.2 Apartment Stock
Apartment Stock
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Between 1997 and 2011, the downtown market apartment stock increased by 4,088 (17.2%) units to
27,891 from 23,803. These 4,088 apartments accounted for 7.4% of total downtown market stock
increase of 54,893 units during these years. In that time, however, there were actually 13,572 units added
to the stock, but that number was offset by 9,484 condominium conversions, which resulted in the
apartment stock increasing by only 4,088 units. The compound annual growth rate of the stock during
this period was 1.1% resulting in in the downtown market apartment increasing by an average of 273
apartments annually.
From 1997 through 2007, the downtown market apartment stock decreased by 1,959 (8.2%) units to
21,844 from 23,803. In that time, however, there were actually 7,216 units added to the stock, but that
number was offset by 9,175 condominium conversions, which resulted in the apartment stock decreasing
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1,959 units. The compound annual growth rate of the stock during this period was -0.8% resulting in in
the downtown market apartment decreasing by an average of 178 apartments annually.
Between 2008 and 2011, the downtown market apartment stock increased by 6,047 (27.7%) units to
27,791 from 21,844. These 6,047 apartments accounted for 41.8% of total downtown market stock
increase of 14,451 units during these years. In that time, however, there were actually 6,356 units added
to the stock, but that number was offset by 303 condominium conversions, which resulted in the
apartment stock increasing by 6,047 units. The compound annual growth rate of the stock during this
period was 6.3% resulting in in the downtown market apartment decreasing by an average of 1,512
apartments annually.
3.1.3 Condominium Stock
Condominium Stock
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Between 1997 and 2011, the downtown market condominium stock increased by 50,805 (185.1%) units
to 78,254 from 27,449. These 50,805 condominiums accounted for 92.6% of total downtown market
stock increase of 54,893 units during these years. Of these 50,805 units, 9,484 (18.7%) were
condominium conversions and 41,321 (81.3%) were other condominium types. The compound annual
growth rate of the stock during this period was 7.2% resulting in in the downtown market condominium
increasing by an average of 3,387 condominiums annually.
From 1997 through 2007, the downtown market condominium stock increased by 42,401 (154.5%) units
to 69,850 from 27,449. These 42,401 condominiums accounted for 100% of total downtown market
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stock increase of 40,442 units during these years as the downtown market apartment stock decreased by
1,959 units. Of these 42,401 units, 9,175 (21.6%) were condominium conversions and 33,226 (78.4%)
were other condominium types. The compound annual growth rate of the stock during this period was
8.9% resulting in in the downtown market condominium increasing by an average of 3,855
condominiums annually.
Between 2008 and 2011, the downtown market condominium stock increased by 8,404 (20.6%) units to
78,254 from 69,850. These 8,404 condominiums accounted for 58.2% of total downtown market stock
increase of 14,451 units during these years. Of these 8,404 units, 309 (3.7%) were condominium
conversions and 8,095 (96.3%) were other condominium types. The compound annual growth rate of the
stock during this period was 2.9% resulting in in the downtown market condominium increasing by an
average of 2,101 condominiums annually.
3.1.4 Year-End Occupancy
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Between 1998 and 2011, the year-end occupancy for Class A apartments ranged from 90.6% to 97.3%
with an average of 93.6%. It reached its low of 90.6% in 2008 and its high of 97.3% in 1999. During the
same time period, the year-end occupancy for Class B apartments ranged from 88.5% to 96.4% with an
average of 93.7%. It reached its low of 88.5% in 2002 and its high of 93.7% in 2010.
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From 1998 through 2000, apartment occupancy generally decreased as demand shifted from renting to
owning as it became more economical to the latter." In 2001 and 2002, apartment occupancy decreased
further due to economic fallout from the tech-bubble and 9/11 terrorist attacks. 26 Between 2003 and
2005, apartment occupancy increased as the economy recovered and the apartment market benefited from
continued condominium conversions. 27 From 2006 through 2008, apartment occupancy decreased as
there was a decrease in condominium conversions and an increase in competition from new apartment
developments and the "shadow" rental market for condominiums. Between 2009 and 2011, apartment
occupancy increased as demand shifted back to renting from owning due to concerns over the uncertainty
in the economy and real estate market. 28
3.1.5 Year-End Effective Rent
Year-End Effective Rent
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Between 2001 and 2011, the year-end effective rent for Class A apartments ranged from $1.85 PSF to
$2.43 PSF with an average of $2.07 PSF. It reached its low of $1.84 PSF in 2003 and then increased at a
compound annual growth rate of 3.5% to its high of $2.43 PSF in 2011. During the same time period, the
year-end effective rent for Class B apartments ranged from $1.61 per square foot to $2.13 PSF with an
average of $1.85 PSF. It reached its low of $1.61 PSF in 2002 and then increased at a compound annual
growth rate of 3.2% to its high of $2.13 PSF in 2011.
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From 2001 through 2004, apartment rents initially decreased but then remained constant as demand had
shifted from renting to owning during the late 1990 and early 2000s2 9 while remaining demand was
weakened by economic fallout from the tech-bubble and 9/11 terrorist attacks.30 Apartment owners
offered concessions.3 In 2005 through 2007, apartment rents increased as the economy recovered and the
apartment market benefited from continued condominium conversions. 3 Apartment owners initially
reduced or eliminated concessions, 33 but increased them along with offsetting utility charges to tenants in
2007." In 2008 and 2009, apartment rents decreased as there was a decrease in condominium
conversions and an increase in competition from new apartment developments and the "shadow" rental
market for condominiums. Between 2010 and 2011, apartment rents increased with occupancy as
demand shifted back to renting from owning over economy and real estate market concerns.
3.1.6 Year-End Occupancy vs. Effective Rent
Year-End Occupancy vs. Year-End Effective Rent
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3.1.7 Condominium Sales Prices
The following condominium sale price data was obtained from Zillow for three Chicago neighborhoods:
Gold Coast, Near North, and the South Loop. This data provides a general sense of the sale price values
and sales activity from 2003 through 2011.
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Between January 2003 and December 2011, the average sale price in the Gold Coast ranged between
$213 per square foot (January 2003) and $390 per square foot (November 2007).
Source: Zillow
Between December 2003 and December 2011, the average sale price in Near North ranged between $294
per square foot (August 2009) and $407 per square foot (September 2008).
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Between February 2003 and December 2011, the average sale price in the South Loop ranged between
$160 per square foot (December 2003) and $291 per square foot (July 2007).
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The above graph compares the average sale prices between the Gold Coast, Near North and the South
Loop. As this graph and the previous three demonstrate, the downtown Chicago residential market
peaked between 2007 and 2008.
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3.2 Downtown Chicago Residential Market Period Summaries
The following section provides single-year period and multi-year period summaries that provide a general
sense of what was happening in the market from quantitative, qualitative, and/or anecdotal perspectives.
These summaries, which are broken out between the condominium market and the apartment market
should neither be construed as comprehensive market reports nor comprehensive market commentaries.
Additionally, the condominium market summaries tend to focus more on new developments and the first-
time sales market as opposed to existing developments and the resale market.
3.2.1 Condominium Market (1997-2005)
The downtown Chicago market condominium boom started in 1997 when 134 new-construction
condominiums were delivered to the condominium stock, which was a 670% increase from 20 in 2006. It
was the first significant addition of new condominiums to the condominium stock in the 1990s. Between
1997 and 2005, the condominium stock increased by 33,002 (120.2%) units to 60,451 from 27,449.
There was a strong indication of a coming boom in the market before 1997. After the recession in the
early 1990s, momentum returned to residential development due to low interest rates and high demand
especially among first-time and empty-nesters buyers. Additionally, depressed land prices made
development much more feasible.3 6 Between 1991 and 1996, the only additions to condominium stock
excluding condominium conversions were 1,225 adaptive-reuse condominiums, 92 new-construction
condominiums, and 858 townhomes. During that time, however, there were 3,948 condominium
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conversions. One market expert concluded that the demand for downtown residential development was
driven by four factors: low interest rates, a robust downtown service economy, an undersupplied
apartment market, and a vibrant city life, which was especially attractive to young professionals.38
With land and construction costs rising, developers increased density to ensure profitability. It was no
longer economically feasible to build single-family homes in an increasing number of downtown
locations. In result, more condominiums were developed - albeit increasing in size, quality, amenities
and price.
Between condominium sales weakened due to the economic fallout from the tech-bubble and 9/11
terrorist attacks"
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In 2001, speculators and their effect on demand and prices a major became a concern in the market. In
2001, it was estimated that 25% to 40% of new units were purchased by investors for resale, and that such
activity was contributing heavily to the condominium boom which began in 1997. At the time, the 161-
unit Farallon had 50 units on the resale market while the building was still under construction. The
development had originally sold out on the first day of sales in 1999.41 In the case of $200,000
condominium, a speculator could make a $20,000 down payment on it and then sell it upon completion
two years later for $230,000, which would effectively double the investment. Unlike speculators,
traditional buyers who intended to live in their units preferred to wait until the building was "topped out"
before making a down payment for fear that the building would not be completed and their deposit would
be lost. For developers, speculators were a concern because they would be more willing to either walk
away from a down payment without closing or to rent out the unit, which could create conflict with
owner-occupied units. In some cases in 2001, marketing consultants were advising developers to increase
down payment amounts to discourage speculators. Also, banks such as LaSalle Bank became wary of
speculators as well. It began requiring that developers prohibit buyers from reselling units before they
actually closed. 2 In 2001, some in the market contended that speculators were no longer seeking to
quickly resell properties, but were to own them for several years.43
In 2001, there was concern about demand for pending unit deliveries in 2002 and 2003 even though prices
had remained stable as the economy weakened. Some developers believed that certain parts of the city
were already oversupplied and that while developments with premiere locations and views would sell,
developments lacking those attributes, especially ones with generic designs and finishes would not.
Furthermore, it was believed the competition between developers and speculators both selling units could
negatively impact pricing.
In 2004 and 2005, condominium sales strengthened s low interest rates and a weak stock market made
real estate very attractive.45
In 2005, there was concern for the increasing spread between condominium prices and apartment rents
According to an Federal Deposit Insurance Corporation ratio, the median home price in the Chicago area
was 23 times the area's average annual rents; that ratio was 14 four years ago. It was also the largest ratio
value in at least 20 years. Since 1998, the average price for a Chicago-area home had increased 69%,
while average rents had increased only 4%. While a two-bedroom condominium selling at $550 PSF cost
$4,000 per month to own, it could have received no more than $1,900 per month in rent. While this
spread made owning less economical, it made speculating much more risky. If there was a decrease in
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prices, speculators may have either defaulted on mortgages or sold units - both of which would have hurt
the market."
3.2.2 Apartment Market (1997-2005)
In 1997, construction began on One Superior Place, a 52-story, 809-unit apartment building in the Gold
Coast to be delivered in 1999. It was the first high-rise apartment development since 1991 when
oversupply in the market resulted in high vacancy rates, substantial tenant concessions, and major losses
for lenders. Since 1991, the apartment stock had decreased by 3,571 (13.0%) to 23,803 from 27,374 due
in part to 3,948 condominium conversions.4 7 In that time, the market demand had shifted from renting to
owning as it became more economical to do the latter. At the time, one example had monthly rent being
$2,100 assuming a 1,200 square foot apartment at $1.80 PSF whereas a monthly mortgage excluding
taxes, utilities and other expenses was only $1,364 per month assuming a $200,000 purchase price and
30-year fixed mortgage with an interest rate of 7.25%.48 In result, there were 8,766 condominium
conversions between 1997 and 2005, which reduced the apartment stock by 3,343 (14.0%) units to 20,460
from 23,803.49 While the apartment market had improved since 1991, it was generally still not
economically feasible for development. In 1997, asking rents ranged from $1.43 PSF to $1.93 PSF with
an average of $1.66 PSF, but new development still required $2.00 PSF.
Between 1997 and 2000, the apartment stock decreased by 1,490 (7.0%) units to 22,313 from 23,803 as
there were 3,162 condominium conversions. During this four-year period, condominium conversions
were being driven by several factors including strong downtown housing demand, opportunistic
apartment sellers and condominium converters, and low interest rates for home mortgages.
Condominium conversions, however, did not reach the same level as in the early 1990s because there
were not enough buildings.5 '
In 2001, the apartment market, especially the luxury segment was experiencing the softest rental market
in nearly decade. The market was already weak, but the economic fallout from the 9/11 terrorist attacks
made its condition even worse. Despite the apartment stock decreasing by 347 (1.5%) units to 21,966
from 22,313 due to 448 condominium conversions, the year-end occupancy decreased 220 basis points to
91.0% from 93.2% for Class A apartments and 270 basis points to 93.5% from 96.2% for Class B
apartments. 3 In response to the market conditions, apartment owners offered concessions ranging from
retail gift certificates, free rent, health club memberships, free parking, and waived security deposits.54
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The year-end effective rent was $1.93 PSF for Class A apartments and $1.76 PSF for Class B
apartments.55
The apartment market weakened further in 2002 as the apartment stock increased by 1,017 (4.6%) units to
22,983 from 21,966. The year-end occupancy rate decreased 220 basis points to 91.0% from 93.2% for
Class A apartments and 500 basis points to 88.5% from 93.5% for Class B apartments. At the same time,
the year-end effective rent decreased 4.15% to $1.85 PSF from $1.93 PSF for Class A apartments and
8.52% to $1.61 PSF from $1.76 PSF for Class B apartments.56
In 2003, the apartment market appeared to stabilize even as the apartment stock increased by 913 (4.0%)
units to 23,896 from 22,983. The year-end occupancy rate increased by 150 basis points to 92.5% from
91.0% for Class A apartments and by 320 basis points to 91.7% from 88.5% for Class B apartments. The
year-end effective rent decreased by 0.5% to $1.84 PSF from $1.85 PSF for Class A apartments, while it
increased 3.1% to $1.66 PSF from $1.61 PSF for Class B apartments.
In 2004, the apartment stock decreased 513 (2.1%) units to 23,383 from 23,896 due to 457 condominium
conversions 58 The apartment market, however, was restrained as low interest rates turned many would-be
renters into condominium buyers, and while a weak job market forced many would-be renters to move
home.59 In 2004, the year-end occupancy decreased by 40 basis points to 92.1% from 92.5% for Class A
apartments, while it increase 30 basis points to 92.0% from 91.7% for Class B apartments. Meanwhile,
the year-end effective rent increased 0.5% to $1.85 PSF for Class A apartments, but decreased 0.6% to
$1.65 PSF from $1.66 PSF for Class B apartments."
In 2005, the year-end occupancy increased 290 basis points to 95.0% from 92.1% for Class A apartments
and by 410 basis points to 96.1% from 92.0% for Class B apartments. It was the highest occupancy
levels for Class A and Class B apartments since 2000. The apartment stock decreased by 2,923 (14.0%)
units to 20,460 from 23,383 as there were 3,822 condominium conversions. 61 The strength of the market
allowed landlords to reduce free rent and other concessions. 62 In result, the year-end effective rent
increased by 7.0% to $1.98 PSF from $1.85 PSF for Class A apartments and 8.5% to $1.79 PSF from
63 i a$1.65 PSF for Class B apartments. While it was mainly due to condominium conversions reducing the
supply, the market fundamentals returned to levels before the 9/11 terrorist attacks also with the benefit of
a recovering economy with job growth 4 and an increase in mortgage rates made many would-be
condominium buyers remain renters.65 Also, as previously discussed, there was concern about the
increasing spread between condominium prices and rents as the median home price in the Chicago area
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was 23 times the area's average annual rents compared with 14 times four years earlier. This spread
made renting more economical than owning. 66 In 2005, some market experts discussed the "shadow"
rental market, but they were not yet convinced it was a real threat to the downtown market.67
3.2.3 Condominium Market (2006)
In 2006, the condominium stock increased by 4,441 units (7.3%) to 64,892 from 60,451. These 4,441
units include 293 (6.6%) condominium conversions and 4,148 (93.4%) other condominium types. 68 In
2006, developers announced new developments totaling 7,455 units including condominium conversions.
Most of those units, however, would not be completed because developers would not presell enough units
to secure construction financing. Typically, construction lenders required at least one-half of the units in
a development to be sold before a construction loan could be secured.69 In 2006, however, construction
lenders became increasingly concerned about oversupply in markets and were aggressively undertaking
"a dramatic retrenchment" in regard to condominium construction lending across the country.70 In
Chicago, a major construction lender, Fremont Investment & Loan, was already restricting its lending to
only developers that had significant experience and capital.7' For those units already under construction
or completed, developers were enduring the effects of an inflationary environment in regard to supply,
construction costs, interest rates, and buyer expectations - all which were affecting profitability
margins. These conditions were a threat especially for developments with inferior quality and/or
location. For all of these reasons, many smaller developers were already delaying proceeding with
proposed developments.73 It was, however, the beginning of the end of the boom, which had debatably
been sustained by low interest rates, aggressive lending, and rampant speculation. Specifically in 2006, a
major reason for the decrease in net sales was an absence of speculators in the market. Additionally, all
buyers were slow to execute contracts d close sales as supply exceeded demand- a trend that really
impacted the presale process.
3.2.4 Apartment Market (2006)
In 2006, the year-end occupancy decreased 70 basis points to 94.3% from 95.0% for Class A apartments
and by 190 basis points to 93.4% from 94.2% for Class B apartments. The decrease resulted from the
apartment stock increasing by 964 (4.7%) units to 21,424 from 20,460 with the completion of three large
developments: Left Bank at K Station (451 units), The Streeter (481 units), and Sky55 (326 units). The
stock from these large developments, however, was partially offset by 293 condominium conversions.
Still, the 964 units was the largest number of units added to the stock since 2002. 76 The year-end
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effective rent, however, increased by 11.1% to $2.20 PSF from $1.98 PSF for Class A apartments and by
6.7% to $1.91 PSF from $1.79 PSF for Class B apartments77 as apartment owners had eliminated nearly
all rental concessions. 78 For Class A apartments, it was the third consecutive and highest increase of year-
end effective rent. "9 Overall, the market remained strong driven by a robust job market, reduced supply
due to condominium conversions, and rising condominium and house prices, which have made renting
more economical. While some apartment owners were predicting rent increases of 3% to 8% in 2007,
others were concerned about the pending delivery of new units unless there was job growth. The
development pipeline included 1,976 units in 2008 and 2,568 units between 2009 and 2010.80 It was the
most apartment construction in almost 20 years. Moreover, many condominium developers were
considering selling their sites to apartment developers or developing apartments themselves as the
condominium market was weakening.8 1 Meanwhile, other apartment developers were concerned about
82the financial feasibility as construction costs had risen 18.0% in less than a year.
3.2.5 Condominium Market (2007)
The condominium stock increased by 4,958 units (7.6%) to 69,850 from 64,892. These 4,958 units
included 116 (2.3%) condominium conversions and 4,842 (97.7%) other condominium types. While it
was the fourth consecutive annual increase in the number of condominiums added to the stock, it
represented a peak as the number of condominiums added to the stock would decline annually through
2011.83 As was the case in 2006, the condominium market suffered from an absence of speculators and
the lack of presales. Additionally, potential buyers became increasingly hesitant to make purchases as
they believed that the market conditions would worsen causing them to lose money." Moreover, given
the absence of speculators and the increasing supply, buyers were afforded more time and more options,
which allowed them to delay their purchases.85 In 2007, developers were selling only 25% of new units
within the first three to six months of marketing compared with 50% from 2004 through 2006.86 In
response, especially in the second half of the year, some marketing firms were advising developers to cut
prices to sell units before the market further deteriorated over other rising concerns such as subprime
lending and the stock market.87 Given the market conditions, developers proceeded in different
directions. Some developers, such as Cataldo Marovitz Group, moved forward with smaller, scaled-back
projects. It pursued a 5-story, 50-unit loft building instead of a 29-story, 168-unit condominium tower in
River North. 8 Other developers, such as Lennar Corporation, canceled projects entirely. It was to
develop a 1,000-unit project in the South Loop, but sold the site to AvalonBay Communities. 9 Yet other
developers could not secure construction financing so their projects did not go forward.90
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3.2.6 Apartment Market (2007)
The apartment stock increased by 420 (2.0%) to 21,844 from 21,424 even though there were 116
condominium conversions. 91 The year-end effective rent increased by 2.3% to $2.25 PSF from $2.20 PSF
for Class A apartments and by 5.8% to $2.02 PSF from $1.91 PSF for Class B apartments. It was the
fourth and third consecutive annual increase of year-end effective rent for Class A apartments and Class B
apartments, respectively. 92 While apartment owners used more rental concession in 2007, they were also
passing through more utility costs to tenants, which increased the effective rent. 93 In 2007, the year-end
occupancy decreased 300 basis points to 91.3% from 94.3% for Class A apartments and by 80 basis
points to 93.4% from 94.2% for Class B apartments. It was the first major decrease of year-end
occupancy for Class A apartments and Class B apartments since 2002. 94 The decrease in year-end
occupancy resulted mainly from increased competition from new apartment buildings, but also from
condominium units being rented out - also known as the "shadow" rental market. 95 The shadow rental
market was harder to quantify, but one indicator was the number of condominium units for rent on MLS,
which had increased 2,247 in 2006, a 20.4% increase from 1,867 in 2005 and a 53.6% increase from
1,463 in 2004. In 2006, the 2,247 units equaled 14% of the actual apartment market. Others, however,
contended that shadow market units likely equaled closer to 20% because not all condominium units are
rented through MLS." In the shadow market, condominium owners compete on price with luxury
condominiums typically renting at a 25% discount to comparable apartments. The shadow market was
expected to increase going forward as more condominiums were to be delivered to the downtown
market. 97 Overall, the apartment market continued to benefit from a strong job market and a weakening
condominium market. Would-be condominium buyers remained renters because either they could not get
mortgages or they believed condominium prices would continue to fall."9 NNP Residential, which
managed 3,300 units in the downtown market, was having 70% of its tenants in 2007 compared with 50%
in 2006.'00
3.2.7 Condominium Market (2008)
The condominium stock increased by 4,530 units (6.5%) to 74,380 from 69,850. These 4,530 units
included 309 (6.8%) condominium conversions and 4,221 (93.2%) other condominium types. The
number of units added to the condominium stock, however, decreased for the first time since 2004.101
The condominium market continued to weaken due to numerous factors including the fallout from the
financial crisis, the threat of recession, and the lack of residential mortgage financing.102 Additionally, as
was the case in 2006 and 2007, most of the speculators were out of the market because condominiums
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could no longer be resold for a quick profit. Other non-speculative buyers were also reluctant to purchase
condominiums for fear that values would continue to decline.'03 In 2008, buyers also became more
reluctant to close on units under contract - many of which were presale contracts from the boom years.
Historically, 10% of contracts were canceled, but in 2008, this amount increased to 15% and even 40% at
one development.'0 5 In response to the market conditions, some developers were saving sales through
discounting unit prices by 20% or more." In 2008, more condominium projects were being either
delayed or cancelled because developers could not secure construction financing. While construction
financing was available, construction lenders were requiring more developers to put additional equity into
deals. A developer of a 221-unit apartment building in River North had to contribute $30M, which was
35% of total development costs to obtain a $54.2M construction loan whereas a few years earlier during
the boom, developers would have typically only been required to contribute 20% equity to deals.107 Still,
as some developers delayed or canceled developments, other developers including those with completed
projects, were considering apartments instead of condominiums because of the weak demand and high
number of unsold units in the market.' 08 Burnham Pointe, a 298-unit development in the South Loop
developed by Terrapin Properties changed from condominiums to apartments.'" In 2008, many
developers had to negotiate with their construction lenders for loan extensions to stave off foreclosures.
Donald Trump was seeking an extension from Deutsche Bank for a $640-million construction loan for his
90-story Trump International Hotel & Tower. 10 While many developers had already received
construction loan extensions, the number was expected in increase going forward, and it became highly
probable that there would be properties going into foreclosure.' With the threat of foreclosures, "vulture
investors" emerged to either purchase units at a discount or take control of construction loans.112
3.2.8 Apartment Market (2008)
The year-end effective rent decreased by 6.2% to $2.11 PSF from $2.25 PSF for Class A apartments and
by 4.0% to $1.94 PSF from $2.02 PSF for Class B apartments. It was the first annual decrease of year-
end effective rent in five years and four years for Class A apartments and Class B apartments,
respectively. Meanwhile, the year-end occupancy decreased by 70 basis points to 90.6% from 91.3% for
Class A apartments and by 180 basis points to 91.6% from 93.4% for Class B apartments. It was the
second consecutive decrease for year-end occupancy for Class A apartments and Class B apartments.11 3 In
2008, apartment owners were becoming increasingly concerned about new supply, especially given the
economic and employment conditions. 114 In 2008, the apartment stock increased by 1,665 (7.6%) to
23,509 from 21,884.115 It was the largest increase number of apartment units in more than 20 years.' 16
The last time so much new supply hit the market was in 1990 and 1991 when more than 1,800 units were
Distressed Conversions 43
delivered in each year causing the apartment market to crash and not recover for seven years. Some
believed, however, that this scenario was unlikely given the increased desirability of living downtown." 7
In addition to the new apartment supply, there was increasing competition from the condominium rental
market as the shadow market increases with more owners renting out their condominiums, as well as
developers converting entire buildings from condominiums to apartments." 8 Additionally, the weakening
economy was hurting the apartment market. The job market, a major indicator of apartment demand, was
slowing as Moody's predicted the Chicago would lose 5,530 jobs in 2008 after four years of growth. "9
The economic conditions had many would-be renters seeking alternative accommodations such as sharing
apartments or moving home.14 There were some benefits to the weakening economy, however. First,
there were fewer renters becoming condominium owners. Watertown Associates a major apartment
owner in Chicago reported that 9.0% of its departing tenants left for ownership compared with 25% the
year prior.12 1 Second, apartment developers were having difficulty getting construction financing thus
preventing new development.' 2
3.2.9 Condominium Market (2009)
The condominium stock increased by 3,941 units (5.3%) to 78,321 from 74,380. These 3,941 (100%)
were all condominium types except for condominium. It was the second consecutive decrease for the
number of units added to the condominium stock, which had not occurred during the boom. 123 These units
represented the end of the building boom as most were developments that had started or had to proceed
during the boom years. As was the case in 2006 through 2008, the condominium market continued to be
adversely impacted for numerous reasons, but rising unemployment became another one in 2009. The
majority of sales for new condominiums in the market resulted from heavy discounting by developers or
through auction.124 The developments with the most sales were those with the greatest discounts - many
ranging from 25% to 35%. The 232-unit Vetro in the South Loop auctioned off 45 units at discounts
around 35%. In response, other projects including the 237-unit R+D 659 on the Near West Side reduced
its prices by 25%. 125 In 2009, lower-priced developments also benefited from $8,000 first-time
homebuyer tax credit, which was set to expire November 30, 2009, but was extended through June 30,
2010. At the same time, higher-priced developments sought to benefit from a federal tax credit of up to
$6,500 for repeat buyers. In 2009, new Fannie Mae lending restriction made it harder for buyers to get
mortgages in new projects. In response to this and other challenges in the residential mortgage market,
some developers created financing options for would-be buyers with the same banks that provided the
developers with construction loans. MB Financial began offering 95% financing at below-market rates
for qualified buyers at Silver Tower, SoNo and CA23, all projects which the bank financed.126 In 2009,
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developers were seeing 25% of their contracts canceled compared with an average 10% to 15% in 2008.
Such contract cancellations led several developments such as the 342-unit Roosevelt Road developed by
Centrum Properties to convert from condominiums to apartments. 2 7 At the time, other developments
including the 100-unit Trio in the West Loop and the 141-unit Mondial in River West were considering
similar conversions.12 8
3.2.10 Apartment Market (2009)
The apartment stock increased by 1,442 (6.1%) units to 24,951 from 23,509. More condominium
developers and individual condominium owners, however, were renting out their units. At one point in
2009, there were 3,471 condominiums listed for rent on MLS.129 Additionally in 2009, condominium
developers began converting entire condominium developments into rental buildings. 3 0 Still, the
apartment market held study. Apartment demand typically follows jobs and while there were more than
200,000 lost jobs in the Chicago area over the previous year, the apartment held on because of the weak
condominium market and residential mortgage market. Those would-be condominium buyers who may
have qualified for a mortgage were apprehensive because of the weak condominium market and weak job
market, and thus remained renters.' 3 ' In result, the year-end occupancy increased by 80 basis points to
91.4% from 90.6% for Class A apartments and by 170 basis points to 93.3% from 91.6% for Class B
apartments.13 2 The year-end effective rent, however, decreased by 1.4% to $2.08 PSF from $2.11 PSF for
Class A apartments and by 4.1% to $1.86 PSF from $1.94 PSF for Class B apartments. It was the second
consecutive annual decrease of year-end effective rent for Class A apartments and Class B apartments,
respectively. 13 3  Despite short-term concerns, the long-term outlook was favorable as the "echo
generation" would soon be entering the residential market and many of its members want to live
downtown. 4
3.2.11 Condominium Market (2010)
The condominium stock increased by 388 units (0.5%) to 78,709 from 78,321. These 388 (100%) were
all condominium types except for condominium conversions. While it was the third consecutive decrease
for the number of units added to the condominium stock, it was by far the largest as the number of units
added to the condominium stock decreased by 3,553 (90.2%) units from 3,941 in 2009 as all units under
development during the boom had delivered or been converted to apartments. 35 Potential buyers of new
condominiums remained concerned about many of the same issues including the economy, job market,
real estate market, mortgage market, and the resale market.136 Many developers continued to cut prices
Distressed Conversions 45
15% to 30%,1' while other units went to auction where they sold at a 45% discount.138 The Belgravia
Group closed 180 sales between two of its developments, 565 Quincy and Union Row, through steep
discounting and intense marketing.139 Sales at less expensive developments were supported by the
expiration of the $8,000 first-time home buyer tax credit for which units had to be put under contract by
April 30, 2010.'4 When this tax credit expired, any sense of urgency because of it on behalf of buyers
was gone. Other developments that qualified for Federal Housing Administration were benefited from it.
141 In 2010, there were also sales at the lowest-priced development such as 235 W. Van Buren (714-units)
where studios started at $179,000 and the average price was $319 PSF. In some cases at some
developments, developers were working with purchasers to pay off credit cards or car loans as means to
qualify for mortgages.14 2 In 2009, more lenders moved to take over projects after construction loan
defaults. Some banks filed foreclosure suits against developers including those of the 225-unit Silver
Tower in River North, while some developers such as those of the 333-unit Lexington Park in the South
Loop proceeded instead with a deed-in-lieu of foreclosure. Numerous firms including local and national
developers as well as opportunistic investment firms continued to seek out financially distressed projects
for investment opportunities. In such cases, these firms sought to acquire individual or bulk
condominiums, take over construction loans or purchase construction loans at a discount.143 In one such
transaction, Crescent Height acquired 205 unsold units out of 248 units in Astoria Tower. 4
3.2.12 Apartment Market (2010)
The year-end occupancy increased by 220 basis points to 93.6% from 91.4% for Class A apartments and
by 40 basis points to 93.7% from 93.3% for Class B apartments. This increase mainly resulted from an
increase in supply as the apartment stock increased by 2,439 (9.8%) units to 27,390 from 24,951. 14 It
was the most units delivered to the market in over 20 years.' Despite the increase in supply and
occupancy, as well as concerns about the shadow rental market as there were 1,808 condominiums for
rent on MLS at one point during the year, the year-end effective rent increased by 7.2% to $2.23 PSF
from $2.08 PSF for Class A apartments and by 7.0% to $1.99 PSF from $1.86 PSF for Class B
apartments. In 2010, despite the Chicago unemployment level reaching 13.0%, apartment demand
remained strong as would-be condominium buyers remained renters. In fact, apartment demand was
rising at its fastest pace in ten years and the near-term outlook was good as no more new projects would
deliver for at least three years. 14 7 Would-be condominium buyers were remaining renters because of the
weak housing market, lack of residential mortgage financing, fear of the real estate market worsening, and
a reluctance to make major financial commitment given the economy and job prospects. 14 Additionally,
apartment demand was coming from persons relocating from outside of the city and the state, household
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deformation, and typical move-up renters. Apartment developers were confident in the long-term
prospects, especially once the employment levels returned to normal and the supply was absorbed, so
much that they were already working on planning new buildings though financing remained a
challenge.149
3.2.13 Condominium Market (2011)
The condominium stock decreased by 455 units (0.6%) to 78,254 from 78,709 as condominiums were
presumably converted to apartments. It was the only time that the condominium stock had decreases at
least before the boom. Although apartment rents continued to increase making ownership more
economical, would-be buyers of new construction condominiums were still hesitant given the challenges
of the mortgage market and prospects of the resale market. Additionally, would-be buyers still concerned
about many of the other same concerns from 2008 through 2010, now also had become anxious about the
debt situations in Europe and Washington, DC."'5 Given all the considerations, it had become most
sensible for most would-be buyers to rent even as many developers were steeply discounting units."'
Still, there were buyers in the market. Sales of new construction condominiums at lower-end
developments were helped by first-time home buyer who did not have to sell an existing property, while
sales at higher-end developments such Trump International Tower, Legacy at Millennium Park, and
Aqua, were getting done in all-cash so financing was not an issue. 5 2 Also, more investors acquired bulk
new construction condominiums often at prices well below replacement cost and then discounting the unit
prices them to attract buyers. Peter Breen acquired 52 condominium units at the 182-unit 1224 W. Van
Buren discounted units 25%. It resulted mainly from planned projects not moving forward and buildings
converting from condominium to apartments to take advantage of the strong rental market. 5 1 Since 2008,
eight buildings built as condominium were converted to apartment to take advantage of those market
conditions. 154
3.2.14 Apartment Market (2011)
The year-end effective rent increased by 9.0% to $2.43 PSF from $2.23 PSF for Class A apartments and
by 7.0% to $2.13 PSF from $1.99 PSF for Class B apartments. It was the second consecutive annual
increase in the year-end effective rent for Class A apartments and Class B apartments. 155 Meanwhile, the
year-end occupancy increased by 60 basis points to 94.2% from 93.6% for Class A apartments and by 160
basis points to 95.3% from 93.7% for Class B apartments. It was the fourth consecutive annual increase
in the year-end occupancy for Class A apartments and Class B apartments. 156 The apartment market
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remained strong due mainly to the weak condominium market as would-be buyers either could not get
mortgage financing or were fearful that condominium prices would further decline.157 Condominiums
prices had already fallen to 2002 levels.158 Additionally, while the Chicago unemployment level reached
12.2% in 2011, the unemployment level for the target demographics for apartments, especially persons in
their mid-to-late 20s, was much lower.159 In 2011, the apartment stock increased by 501 (1.8%) units to
27,891 from 27,390. It was the fewest number of units added to the apartment stock in nearly five
years.'6 There was additional supply coming to the market, however, through conversions of unsold
condominiums to rentals.161  Since 2008, eight projects built as condominium had gone rental.162
Moreover, there were seven condominium buildings with at least 150 unsold units. 6 3 Long-term supply,
there was more on the way as construction began on three new apartment developments, a 313-unit in the
Loop, a 324-unit in the Near North Side, and a 250-unit project in Old Town. These were the first three
large apartment projects started in two years. These developments demonstrated that there was again an
active lending market and that the downtown market had shifted to apartments from condominiums.
Additionally, there were at least seven other projects seeking construction financing.164 In 2011, with
increasing apartment rents and decreasing condominium prices, it was reasonable to believe that the
condominium market would prevail, but experts believed that concerns with the economy and issues with
the residential mortgage market would insulate the apartment market for the near-term. 6 5
3.3 Chapter Summary
Between 1997 and 2011, the downtown market stock increased by 54,893 (107.1%) units to 106,145 from
51,252 between 1997 and 2011. These additional units included 4,088 (7.4%) apartments and 50,805
(92.6%) condominiums. The condominium market was in a boom from 1997 through 2007 as demand
shifted from renting driven a growing population, increasing employment, low interest rates, and rampant
speculation. In result, there was significant condominium price appreciation in the market. During this
same period, the apartment market held steady as it benefited from condominium conversions, but
apartment rents never appreciated like condominium prices. In 2008, the condominium market went bust
condominium prices peaked and started to fall as buyers left the market over economic, employment, and
real estate concerns. In result, demand shifted back to renting from owning. During this period,
condominium projects completing construction or under construction had difficulty selling units. In some
cases, these developments went into severe financial distress with some going into foreclosure, while in
these same and other cases, developments converted from condominiums to apartments or sold units at
steep discounts. In result, the apartment market benefited with increasing occupancy and rents, which has
directed near-term development away from condominiums to apartments.
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CHAPTER 4: SAMPLE ANALYSIS OF DOWNTOWN DEVELOPMENTS
4.1 Sample Description
This chapter analyzes a sample of the developments built in the downtown Chicago residential market
between 2000 and 2011. The sample is limited to new-construction apartment and condominium
developments of at least 75 units. It does not include conversions from other uses such as office or
warehouse. The downtown Chicago residential market consists of six submarkets: Gold Coast/Near
North, South Streeterville, River North, West Loop/River West, The Loop/New Eastside and South Loop.
The sample includes 145 developments representing 36,272 units. As originally developed, these
developments include 112 condominium buildings with 23,715 units and 33 apartment buildings with
12,557 units. For a single year, the greatest number of condominium units was delivered to the market in
2008 with 4,147 units within 18 developments. Meanwhile, the greatest number of apartments was 2,859
within 7 developments in 2009. In combination, the greatest number of total units was delivered in 2008
with 6,717 within 24 developments.
Units by Type and Year Built
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The Loop/New Eastside had the greatest number of combined units with 17,289, which represented
47.7% of all units. These 17,289 units included 11,114 condominium units and 6,175 apartment units. A
primary reason for these statistics is that the New Eastside section of the submarket is the city's newest
neighborhood having been developed along with Millennium Park atop a railroad yard. The section is
effectively a master-planned community with primarily high-rise residential uses."
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Units by Type and Submarket
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4.2 Sample Developments by Use and Conversion
Of the 145 developments in the sample, 128 (88.3%) maintained their original use and 17 (11.7%)
changed their original use either partially or entirely due mainly to market conditions. As for the former,
102 condominium developments (70.3%) and 26 apartment developments (17.9%) maintained their
original uses, while As for the latter, 6 apartment developments (4.1%) changed to condominiums and
11 condominium developments (7.6%) changed to apartments. (This analysis considers developments as
opposed to units because developments may have been partially or entirely converted and such specific
unit breakout was not available.)
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4.3 Sample Conversions by Location and Year Built
As would be expected, the timing of developments changing use corresponded with market conditions.
The six developments that changed from apartments to condominiums were all built between 2001 and
2003. In fact, the only other apartment development built during those three years was the 481-unit
Grand Plaza in the River North submarket. At the time, there was strong demand for condominiums in
the market. The number of sales had increased annually from 1998 through 2000 when many of these
apartment buildings were in development. The number of sales was at its highest level since the boom
started in 1997. 167 Much of the demand was coming from first-time and empty-nester buyers, as well as
speculators whom were estimated to account for 25% to 40% of new unit sales. 168
Property Address Submarket Units Built
2 East 2 Erie 2 East Erie Street Gold Coast/Near North 253 2001
The Sterling 345 N LaSalle Drive River North 389 2002
Park Millennium 222 N Columbus Drive The Loop/New Eastside 480 2002
400 N LaSalle 400 N LaSalle Street River North 452 2003
Museum Park Tower Two 1335 S Prairie Avenue The Loop/New Eastside 170 2003
The Residences at Grand Plaza 545 N Dearborn Street River North 283 2003
Source: CBRE Econometric Advisors
The 11 developments that changed from condominiums to apartments were all built between 2007 and
2011 when the condominium boom was ending or had ended. While sales had declined in 2006 and
2007, the 84.1% decrease to 592 in 2008 from 3,724 in 2007 had marked the end of the condominium
boom. 169 The decline in condominium demand resulted from numerous factors including the financial
crisis, potential recession, residential mortgage market, 170 and no speculators.17' In 2008, buyers had also
become more reluctant to close on units under contract. 7 2  Between 2007 and 2011, there were 5
condominium developments built that did not change to apartments and all of those developments
eventually became financially distressed. 73
Property Address Submarket Units Built
Vision on State 1255 S State Street The Loop/New Eastside 253 2007
The Lex 2138 S. Indiana Avenue South Loop 333 2008
Trio 670 W Wayman Street West Loop/River West 209 2008
Burnham Pointe 720 S Clark Street The Loop/New Eastside 298 2008
SoNo East 840 W Blackhawk Street West Loop/River West 200 2008
1555 Wabash 1555 S Wabash Avenue The Loop/New Eastside 176 2008
Mondial 910 W Huron Street West Loop/River West 142 2009
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Development Use/Conversion by Year Built
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The Loop/New Eastside submarket had the greatest number of projects change use. Of the 65
developments in the submarket, 7 (10.8%) changed use including 2 apartment projects changing to
condominiums and 5 condominium projects changing to apartments. Of the six submarkets, however,
The Loop/New Eastside had the second lowest percentage of projects that changed use with 10.8%. The
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Property Address Submarket Units Built
Astoria Tower 8 E 9th Street The Loop/New Eastside 240 2009
Terrazio 1935 S Wabash Avenue South Loop 180 2009
Walton on the Park (South Tower) 2 W Delaware Place Gold Coast/Near North 189 2010
The Lofts at Roosevelt Collection 150 W Roosevelt Road The Loop/New Eastside 342 2011
18
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0
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submarket with the lowest percentage was South Streeterville, which had no developments that changed
use. The South Loop submarket had the highest number of projects that changed uses on a percentage
basis mainly because it had only 9 developments, which was the fewest of the six submarkets. Of those 9
developments, all which were developed as condominiums, 2 (22.2%) changed to apartments.
Development Use/Conversion by Submarket
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4.4 Sample Developments with Financial Distress
Of the 145 developments in the sample, 14 (9.7%) became financially distressed (This number was
determined using information provided by Real Capital Analytics as well as through our own research.
The actual number of financially distressed properties may be greater than 14.) The 14 developments
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were all were originally built as condominiums between 2007 and 2011. As was the case with
aforementioned developments that changed use, the financial distress of these 14 developments was
ultimately caused by the changing market conditions and specifically by the decline in condominium
demand, which started in 2006 and fully collapsed in 2008.14 Of these 14 developments, 9 of them
changed use to apartments either before, during or after the financial distress. For the 5 properties that
remained condominiums, the units in some cases were heavily discounted and sold to individuals or bulk
investors whom are currently renting the units. For some of the 14 properties, the financial distress was
resolved through various means including foreclosure, deed in lieu of foreclosure, bulk condominium
sales, or property sales. Resolution is still pending in the case other properties.175
Property Submarket Units Built Distress Resolution Status
451 W Huron Street River North 130 2007 Loan Foreclosure Initiated N/A
Forbearance
Marquee Michigan Avenue The Loop/New Eastside 223 2007 Loan Agreement Condominiums
The Columbian The Loop/New Eastside 220 2007 Loan Foreclosed Condominiums
The Lex South Loop 333 2008 Loan DIL of Foreclosure Apartments
DIL of Foreclosure;
Trio West Loop/River West 209 2008 Loan Sold Apartments
DIL of Foreclosure;
Burnham Pointe The Loop/New Eastside 298 2008 Loan Sold Apartments
1555 Wabash The Loop/New Eastside 176 2008 Other N/A Apartments
Mondial West Loop/River West 142 2009 Loan Sold Apartments
Astoria Tower The Loop/New Eastside 240 2009 Loan Foreclosed; Sold Apartments
Terrazio South Loop 180 2009 Loan Foreclosed Apartments
Silver Tower River North 233 2009 Loan Loan Purchase Condominiums
One Museum Park West The Loop/New Eastside 298 2010 Loan DIL of Foreclosure Condominiums
Walton on the Park (South Tower) Gold Coast/Near North 189 2010 Loan Loan Payoff Apartments
The Lofts at Roosevelt Collection The Loop/New Eastside 342 2011 Loan Short Sale Apartments
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Distressed Properties by Year Built
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As was the case with projects changing use, The Loop/New Eastside submarket had the greatest number
of projects in financial distress with 7 mainly because it had the greatest number of total project with 65.
These 7 properties, however, only represented 10.8% of total projects in the submarket. On a percentage
basis, The South Loop at 22.2% had the highest occurrence of properties with financial distress because it
only had 9 developments in the sample.
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4.5 Chapter Summary
A 145-development sample of developments built in downtown Chicago residential market showed that
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128 (88.3%) maintained their original use and 17 (11.7%) changed their original use either partially or
entirely due mainly to market conditions. Of the 17 developments that change use, 6 (4.1%) were
apartment that changed to condominium and 11 (7.6%) were condominium that changed to apartment.
The former 6 were built between 2001 and 2003 and thus converted during the boom when condominium
demand was high. The latter 11 were built between 2007 and 2011 at the end of the boom and during the
bust when condominium demand was low. Additionally, there were five condominium developments that
were built between 2007 and 2011 that did not change to apartments and all of them eventually became
financially distressed. 176 The 145-developments sample includes 14 (9.7%) developments that became
financially distressed and all were condominium developments built between 2007 and 2011. Of those 14
developments, 5 remained condominium often being at a heavy discount, while 9 were converted to
apartments. The financial distress for some was resolved while resolution is still pending for others. 7 7 In
conclusion, the majority of properties were sold or operated as their original use. While several of the
developments that switched use did so to opportunistically (and likely profitably) take advantage of
market conditions, most did so out of desperation (and like at a loss) to survive market conditions.
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CHAPTER 5: CASE STUDIES
5.1 Methodology and Analysis of the Cases
In order to analyze the distressed property conversions in more detail, we have chosen four properties in
downtown Chicago that we thought are the best representatives of this exit strategy. In determining
which properties to choose for our samples, we specifically looked for properties that did not only fail
because of the 2008 economic recession but also had other property specific characteristics that were the
underlining causes for their outcome. We analyzed these properties' important income determinants such
as:
e Pre-sale list prices
* Sale velocity
e Location
* Building Program
* Relationships between all attributes mentioned above and the economic market conditions.
Since we were not able identify the development cost, financial cost and the amount of equity capital, we
narrowed our scope of analysis to the factors written above. The majority of data used in these analyses
was provided by Appraisal Research Counselors.
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5.2 The Residences at Burnham Pointe
Address:
Neighborhood:
Year Built:
Year Converted:
Conversion Type (Bulk):
Total Units:
Stories:
Parking:
Retail:
THE ORIGINAL CONCEPT
BUILDING
The Residences at Burnham Pointe,
use building constructed in the fall
square feet of residential unit space,
square feet of retail space.'7 8
730 South Clark Street
South Loop
2008
2010
Condominium to Apartment
298
28
267
15,000 SF
Source: https.//plus. google. com
currently known as Burnham Pointe, is a 28-story, 298-unit, mixed-
of 2008 by Terrapin Properties. It includes approximately 302,300
more than 5,000 square feet of residential amenity space and 15,000
As initially constructed, the project consisted of for sale condominium units with amenities such as a
business center, library, conference center, club room with a kitchen, indoor pool, fitness center,
landscaped and furnished roof terrace, bike room, indoor parking garage and 24 hour door staff.179
Designed in sleek modern architectural style, units in this glass tower feature nine foot ceiling heights,
floor-to-ceiling windows, balconies, hardwood floors, stainless steel kitchen appliances and bathrooms
with marble counter tops. Upgrade packages available to buyers included additional features such as
virtual concierge service, centrally controlled audio/video system and remote-controlled window
blinds. 8"0
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As per the unit mix chart below shows, the building featured a range of condominiums from 1- bedroom /
1-bathroom units of 735 SF to 2-bedroom / 2-bathroom units of about 1,322 SF, with the largest number
of units consisting of 1 -bedroom / 1.5-bathroom units (33%) of about 908 SF.
The Residences at Burnham Pointe Unit Mix
Unit Type Total # Units % Size Range (SF) Total Area
1BR / 1BA 48 16% 735-815 37,200
1BR / 1.5BA 98 33% 886-908 87,906
1BR / 1.5BA + D 50 17% 963 48,150
2BR / 2BA 88 30% 1046-1322 106,552
1BR PH 5 2% 1072-1196 5,676
2BR PH 9 3% 1645-2084 16,839
Total 298 100% ________ 302,323
Average Unit Size 1015
Figure 1 /Source: Appraisal Research Counselors
LOCATION
* 4 The building is located in the northwest part of the
South Loop submarket in the historic Printer's Row
district and is approximately 0.2 miles away from the
Chicago River and 0.75 miles from Lake Michigan. Its
proximity to The Loop, Grand Park and Lakefront
makes Printer's Row an attractive neighborhood for
residential development and a growing part of the South
Loop neighborhood. Originally, the buildings in this
area were used by printing and publishing businesses.
However, since the 1980's factories and warehouses
*' have been converted into residential loft condominiums
bringing plenty of restaurants and bars to the area. As
Source: Google.com lAppraisal Research Counselors described by the Chicago Tribune, "Printers Row is like
a little boutique section of the South Loop with a European flavor where people walk on weekends and
evenings".is2
INTENTION AND ECONOMIC CONDITIONS
The developer, Terrapin Properties, purchased the site to develop the Residences at Burnham Pointe in
January 2005 for $4.6 million. 8 3 Terrapin Properties designed the building as a condominium tower and
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started to market the sale of the units in March 2006.184 Construction began in December 2006 and initial
occupancy was planned for fall 2008.
The Residences at Burnham Pointe was planned, like Astoria Tower, in 2005 when the condominium
market in downtown Chicago was in a boom period and the market for apartments was flat. The supply of
newly constructed condominium units increased nearly 40% between 2005 and 2006.185 Investment
demand for apartments, on the other hand, remained relatively constant during 2005 and 2006 according
to Real Estate, Building And Construction Journal, Market Report. 86 At the beginning of 2005, the stock
of condominium units was 11,000 units (both new and existing) compared to an available stock of only
2,300 apartment units.187
The supply of new condominiums in downtown Chicago kept increasing at a rapid pace, especially as
more empty nesters and young professionals wanted live and work in the urban environment. According
to an article in the August 2005 issue of Multifamily Executive Magazine, low interest rates, rapid real
estate appreciation, and a weak stock market have fueled a condo boom in places like in Chicago.188
Investing in condominium was not only attractive for institutional investors, but also was attractive for
individuals because condo resale prices in metro Chicago were up 9.1% from 2005 to 2006.189 However,
sale velocity could not keep up with the increase in the supply and consequently the condominium market
started to experience higher unsold inventory in 2006.'9
THE DEVELOPER'S NUMBERS
AT THE BEGINNING AND DURING CONSTRUCTION
The developer began marketing and pre-selling the units in March 2006. By April 2006, 31 % of the
units were under contract. By the end of 2006, as shown in Figure 2 below, only 41% of units were sold.
During that period, the developer's average unit prices ranged from 1 Bedroom Units starting from
$199,990 ($271 PSF) to 2 Bedroom Units starting from $350,990 ($296 PSF) and Pent House Units
ranging from $386,990 ($357 PSF) to $799,990 ($355 PSF). Deeded parking spaces were offered to the
buyers at an additional price of $35,000.191 These individual unit prices yielded an average sale price PSF
which started at $334 during the first phase of marketing (2Q-2006), increased to $366 in 2Q-2007 and to
$380 in IQ-2008; an average sale price increase of 13.7% in about two years.
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Figure 2 / Source: Data provided by Appraisal Research Counselors
Chicago / South Loop Condominium Median Sale Price Index (PSF) Even though the initial marketing
0 Cncago Sott Loos
1300 phase ended with a successful pre-
sale of 41% in 2006, the developer
S/L could not maintain the same
$260 number sales during 2007 and
2008. The residential condominium
market, which was strong during
i220 the planning stages of the project in
Dec 01, 2006 2005, slowed down toward the end
c\] $200U0 Lccago: $2s of 2006 when the developer was
South Looo 4223 S19 2 w
S 8 breaking ground on the project.
~Zillow The developer, however, did not
change the unit prices accordingly.
Figure 3/Source: Zillow.com As can be seen from Figure 3, as of
December-2006, when the project's construction began, the median sale price was around $223 PSF in
the South Loop neighborhood, which was lower than the Burnham Pointe's list price of $330 PSF.
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Comparison Chart: Pre-Sold Unit Price (PSF) and % Pre-Sold vs. % Closed
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At the time the project was under construction, the market for high-end luxury condominiums in
downtown Chicago was already saturated. By the end of 2006 there were 4,200 new condominium units
delivered compared to 3,000 in
Chicago / South Loop % of Condominium Units Sold 2005.192 The population of
O magC2o SOjdi Lo
0iu Chicago, however, remained
o 0o 2 constant at around 2.8 million
Sojt' LOOD 6 during that period 93, and the
employment rate from 2005 to
2006 only increased about 1.06% in
6% the Chicago Metropolitan
Statistical Area according to the
U.S. Bureau of Labor Statistics. 94
The demographics did not support
the rapid increase in supply of
low I condominium units. Consequently,
condo sales velocity in downtown
Figure 4 /Source: Zillow.com went down in 2006 to 5,783 as
compared to 8,162 in the boom year of 2005.'95 As some industry experts opined in the May 2007 issue of
Mortgage Banking Magazine, "There are a lot of cranes on the skyline, but we don't see where the
demand is coming from".'9 Supporting these opinions, the real historic declining sale velocity in
percentage terms shown on Figure 4 above for both Chicago and the South Loop neighborhood.
AT COMPLETION
Construction of the Residences at Burnham Pointe was finished in the fourth quarter of 2008. However
when it was finished the unit sales were put on hold. The reason behind this was, as the construction
progressed, pre-sale only increased by 7%: from 43 % in the first quarter of 2007 to totaling to 50% in the
third quarter of 2007. The rate remained the same until the second quarter of 2008 when the project was
put on hold.
Clearly the over-supplied condominium market was the driving cause of Burnham Pointe's unit sales.
According to the May 2007 issue of Mortgage Banking Magazine, Chicago condominium market was
ranked number two in the nation during 2005 and 2006. Nevertheless, with buyers having more choices
and looking for more attractive deals, condominium sales slowed down during 2007. Another reason
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more supply added to the market was that speculators, who accounted for almost 50% of the buyers, were
selling their condominium investments and going back to stock market.'"
As a result of what was going on in the market, the unit prices for Burnham Pointe remained nearly
constant throughout the marketing period. In order to attract new buyers, the developer has offered some
incentives such as of $5,000 to $15,500 off of select units or free upgrades, however, the weakening sale
velocity all through downtown Chicago was accelerating. Therefore, by the end of first quarter of 2008
the developer had 149 unsold units. Developer's unsold inventory unit prices, excluding incentives, can
be seen below in Figure 6.
Developer's Unit Pricing of Unsold Inventory
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Figure 5 / Source: Appraisal Research Counselors
At completion, and after marketing units for almost 2 years, the developer was only able sell half of the
298 units.
WHAT ENDED UP HAPPENING TO THE RESIDENCES AT BURNHAM POINTE
As a result of decreasing sale velocity and increased unsold condominium inventory in the market,
Terrapin put the property up for sale in April 2008 specifically, looking for apartment investors that
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would pay $110 million, or $369,000 a unit. The developer came very close selling the property to an
apartment investor for $106 million; however, this deal fell apart for unknown reasons.198
As the Great Recession devastated United States economy starting from 2008, the developer was not able
to sell the property at their asking price of $110 million. Accordingly, Terrapin Properties canceled the
unit sale contracts and started to rent out the units by the summer of 2009.
Occupancy reached 75% by October 2009. Even though the property was generating income, cash flow
was still not enough to pay the loan. We do not know what the terms of the developer's loan were,
however, according to Crain's Chicago, Terrapin borrowed $83.5 million in the form of a senior loan
from Corus Bank and $14 million in the form of a mezzanine loan from Stark Investments." Terrapin
was not able to pay the loans and the mezzanine lender took over the property (the exact date is
unknown).200
Stark Investments continued to operate the building as a rental property after it took possession until June
2010201 when it sold the property to Behringer Harvard Multifamily REIT I Inc. for $88 million.202
Behringer Harvard re-branded the property as Burnham Pointe at Printer's Row and has been operating
the property as rental apartments since.
COMPARING NON-CONVERSION WITH CONVERSION NUMBERS
NON-CONVERSION OPTION
The Residences at Burnham Pointe was converted in full to a rental apartment project with none of the
units remaining as condominiums. If Terrapin Properties had sold all of the units at the pro-forma sale
price per square foot, unit sales would have generated approximately $104.8 million of income (excluding
sales of parking and the 16,000 SF of retail spaces).
In calculating the total sale value we made the following assumptions:
" All units under contract closed during the period from 2006-second quarter through 2008-third
quarter, which was the planned date for first occupancy.
" There were no cancelations of pre-sold units.
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* The sale velocity during the first phase of marketing, 2Q-2006, started with 45 units per quarter,
increased to 50 units during the 3Q-06 and increased to 60 units for the following quarter. We
assumed velocity after the 4Q-2006 started to decrease to adjust to market conditions.
* The developer started marketing he units at $334 and increased the price to $383 during the 4Q-
07 (a 14.6% difference). We assumed that the developer started selling the units at $334 and
increased the price by 14.6% by the 4Q-2007 and started to reduce it back again to $334 to adjust
for real market conditions.
DEVELOPER'S LOSS ON POTENTIAL UNIT SALE VALUE
Comparison Chart: Sale Value of 149 Pre-Sold Units vs.
Sale Value of all units per Pro-Forma Sale Prices
so20.000.00
S104.h MM
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S40.00o.o0() n-oraSl\lu0.000
MPro-Forma Sale Value
S20.000,000) f(9 LIi~
Pre-Sale Value Pro-Formia Sale
(149 Units) Value (298
utlits)
Figure 6 Source: Loss value calculated based on previous data obtained
from Appraisal Research Counselors
As stated above, the developer was
not able to close on any units. As a
result, Terrapin Properties has
experienced a 100% loss on unit
sales. Even if the developer had been
able to close on the 149 units that
were already under contract by the
first quarter of 2008, the approximate
income from those sales would have
been $51.3 million, which would result
in an approximately 51% loss on unit
sales.
CURRENT OWNER'S GAIN FROM PURCHASING A FRACTURED CONDOMINIUM PROPERTY
As stated above, according to a Crain's Chicago Newspaper article, the original developer, Terrapin
Properties, had taken an $83.5 million senior loan from Corus Bank and a $14 million mezzanine loan
from Stark Investments, totaling $97.5 million 203. This yields approximately $327,181 per unit debt cost.
Behringer Harvard acquired the property for $88 million or $295,302 per unit.204 This would mean that
current owner purchased the project approximately at a 10% discount.
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HOW DID THE PROPERTY PERFORM AFTER CONVERSION
When the original developer converted the building to a rental property, the occupancy was at 75%. Initial
rent per unit or PSF information was not available, however, according to the October 2009 issue of
Chicagomag.com, rents started around $1,500.205 Assuming the referenced starting rent was for the
smallest unit, which is 735 square feet that would yield a $2.04 PSF rent. The article also mentioned that
the owner offered one month and a half free rent for every lease. This incentive would bring down the
rent per month to $1,312.5 and PSF rent to $1.79. However, assuming the building reached full
occupancy and was renting out at average rents of $2.04 PSF, that would earn the developer about $4.7
million after deducting 35% for expenses.
When Behringer Harvard took over the property it was already stablized. 206 According to Appraisal
Research Counselors' quarterly Bencmark Report, the building reached 94.3% occupancy during the fist
quarter of 2012. Monthly rent ranged from $1,654 for smallest IBedroom units to, $2,400 for 2Bedroom
units, to $5,656 for 2Bedroom Pent House units. Rent per square foot ranged from $2.22 to $2.62. Using
these numbers, and assuming full occupancy, the annual gross rental income of Burnham Pointe at
Printer's Row, has been calculated as approximately $9 million. Based on certain industry standard
assumptions, a property similar to Burnham Pointe would approximately have 35 % of its income
1Q-2012 ESTIMATED ANNUAL RENTAL INCOME
Unit Type Total # units %I Size Rne(SF) Rent PSF(Rn)
Average Unit Size (F ,1
Loft
1BR / 1BA 48 16% 735-815 $2.61 - $2.57
1BR / 1.5BA 98 33% 886-908 $2.53 - $2.57
1BR / 1.5BA+D 50 17% 963 $2.45
2BR / 2BA 88 30% 1046-1322 $2.36 - $2.39
IBR PH 5 2% 1072-1196 $2.30 - $2.34
2BR PH 9 3% 1645-2084 $3.08 - $2.95
Total 2 198 100%
Estimated Gross Annual Rent $9,024,576
Estimted Net Annual Rent $5,865,974
Figure 7 / Source: Appraisal Research Counselors
allocated to expenses. Therefore, total gross rental income less assumed expenses would yield an
approximate net annual rental income of $5.9 million. This annual income would give the current owner
approximately 6.7% ($5.9 million annual rental income / $88 million purchase price) return for the first
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year of ownership.
Behringer Harvard's implied cap rate assumed to be at 5.95 %. The implied cap rate is calculated as
follows: According to the effective rent index obtained from Appraisal Research Counselors, rent PSF
was at $2.20 in downtown Chicago for the third quarter of 2010, that's when Behringer Harvard
purchased the property. Using this data, estimated implied cap rate would have been:
Annual Gross Rent = ($2.20 x 302,300 SF total unit area) x 12 = $8,053,272
Net rent: 8,053,272 - 35 % expenses (2,818,645.2) = 5,234,626.8
Implied Cap Rate: Net rent / Behringer Harvard's Purchase Price= 5,234,626.8 / 88,000,000= 5.95 %
The estimated difference in current cap rate and implied cap rate would be: 6.7% - 5.95 % = 75 Basis
Points.
The estimated difference in cap rates between pre-purchase and post-purchase shows that Behringer
Harvard has achieved its expected return.
CONCLUSION
The Residences at Burnham Pointe was one of many struggling projects that opened its doors when the
2008 recession was devastating the entire country. Obviously this was not what the original developer had
envisioned. Could the project have worked out as condominiums? What went wrong? In order to give as
accurate answers as possible to these questions we have analyzed the property characteristics from several
angles, and after speaking with various Chicago multifamily market experts and analyzing the data, the
following conclusions have been drawn:
1. Location: The location of Burnham Pointe at Printer's Row is considered one the most pedestrian
friendly residential neighborhoods that is part of Chicago's urban fabric between the Lake
Michigan and Chicago River. The Printer's Row district of South Loop is a small part of this
submarket, surrounded by South State Street on the east, South Clark Street on the west, West
Polk Street on the south and West Congress Parkway on the north and directly connects the
western part of downtown to the lake by the east. Even though the property is only 0.2 miles
away from the Chicago River, its direct access is blocked by train tracks located along South
LaSalle Street between West Polk Street and West Congress Parkway. However, Burnham
Pointe at Printer's Row is located 15 minutes walking distance from the Grant Park and the
Lakefront, and within a couple minutes away from many restaurants and citywide attractions. Its
central location makes this district a desirable place to live for first time-home-buyers, young
professionals and empty nesters who are looking for a place in the city and not necessarily want
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to make the financial commitment to live on Michigan Avenue and Lake Shore Drive where the
condominium prices are much higher.207
When the developer planned and built the property between 2005 and 2008, unlike the very
southern part of South Loop where the Lexington Park Condominiums project was located, the
location of Burnham Pointe was perceived as a good investment by the potential buyers who had
already signed contracts with the developer. Within a quarter of a mile of the property there are
approximately ten new residential project with 75+ units that have been built between the period
from 2000 through 2011.208
2. Timing: Residences at Burnham Pointe was planned in 2005 during the Chicago condominium
boom period, however, by the time construction began in late 2006, both the sale prices and the
Chicago and South Loop median Sales Price Index velocity started to go down 
in the
o mago soLoo, area because of over supply and
* 21.5% Sk poor national economic
DECLINE !3u
IN SALE k conditions. As is universally known,
PRICE the 2008 recession was a bad time
S3.L( for many investors and real estate
S290k developers within the United States.
$20 According to Zillow.com, at the
S2!Uk time the project was completed in
the fourth quarter of 2008, average
Z 0ow 5 condo sale prices had decreased
about 21.5% from the peak
Figure 8/Source: Zillow.com marketing period of the third quarter
of 2007 (Figure 8).
Moreover, the amount of unsold inventory in Chicago had increased 39% from 2005 to 2007,
which corresponded with the project's initial marketing and construction period. The obvious
decline was the reaction to the 2008 recession that negatively affected the entire U.S. economy.
The original lender, Corus Bank, failed in large measure because of economic conditions.20
Additionally, the principals of Terrapin Properties had personally guaranteed a loan on another
project of theirs elsewhere which was foreclosed by the project's lender. Terrapin Properties was
looking for capital and trying to sell Burnham Pointe to an apartment investor as their exit
strategy. However, the depressed condominium market and low prices impeded this plan and
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eventually Burnham Pointe was foreclosed by the mezzanine lender, Stark Investments. It seems
like the developer had too many real estate investments under development during the time when
the 2008 recession hit the entire country.
3. Product: When the project was first marketed in the second quarter of 2006, the Developer
quickly pre-sold 92 units (out of 298) in one quarter. The high-end modern finishes and luxury
amenities at the price ranged
Chicago and South Loop median Sales Price Index (PSF)
offered was attractive for the
0 CnIicago South Loop $360 buyers considering luxury
condominium living was the
$330 trendy concept in 2000's. The
$320
20 trend at the time was to move outNov 01, 2008$3
0 Cnicago: S211 00 of single family homes or older
South Loo:: 5352 S290
S280 housing complexes with simple
S210 finishes and no amenities and
$260
S2s0 move to high- end communities
$240 that offered hotel-like amenities
5230
Zillow. $220 such as a 24-hour door man,
S00L ioo ZUL. e 1!0:12 fitness center, indoor swimming
Figure 9/Source: Zillow.com pool, landscaped and furnished
roof terrace. The Residences at Burnham Pointe met these luxury standards. Its units were
comparable in quality, but more reasonably priced, to those built in more established
neighborhoods such as Gold Coast and Streeterville. The developer's prices from $303 PSF to
$383 PSF was within the range of the Median List Price Index (PSF) obtained from Zillow.com,
Figure 9.
However, starting from the third quarter of 2007, the number of pre-sold units at Burnham Pointe
remained constant at 50%. Declining national and local economic conditions and unpredictable
personal financial futures caused people to not want to commit to this luxury living style. As can
be seen in Figure 10, when the project was completed in the fourth quarter of 2008, the median
sale price PSF was around $254. Obviously, the Burnham Pointe's list price of $383 PSF, which
was 33.7% greater than the median area sales price, wound up being too high due to the economic
conditions. Even though the project was the right product for the neighborhood and the demand in
mid 2000's, the unpredictable decline in economic conditions caused the developer not to be able
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to meet pro-forma sale prices.
After analyzing the outcome of the project and the external market conditions, the exit strategy of
converting the building to rental apartments for this project seemed to be the right decision. If the
property hadn't been converted to apartments, it would have sat empty for many years.
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5.3 Trio Condominiums
Address:
Neighborhood:
Year Built:
Year Converted:
Conversion Type (Bulk):
Apartment
Total Units:
Stories:
Parking:
Retail:
670 West Wayman Street
West Loop / River West
2008
2010
Condominium to
209
22
N/A
10,000 SF
Source: www.apartments.com
THE ORIGINAL CONCEPT
BUILDING
Trio Condominiums was completed in late 2009 as part of two-phase construction project by RDM
Development. The project consists of three buildings: two 7-story mid-rise buildings together consisting
of 109 units, and a 22-story 100-unit high-rise building. The individual buildings are separated by
landscaped courtyards with water features and reflecting pools. 2 10 The complex includes approximately
214,300 square feet of residential unit space and 10,000 square feet of retail space and three levels of
garage parking. Amenities consist of a party room, library, dog-run, fitness center, 10,000 square foot
green roof, heated indoor parking and 24 hour door staff. Also planned adjacent to the west of the high-
rise tower was a three-acre city park which was donated by the developer.
Designed in a contemporary architectural style, units feature floor-to-ceiling windows, balconies,
hardwood floors, stainless steel kitchen appliances, granite counter tops, European kitchens and in-unit
washer and dryer. The units at Trio begin at the street level, with landscaped courtyards between the
buildings.
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As the unit mix chart below shows, the complex featured a range of condominium floor plans with the
average unit size for all three buildings being 1,025 SF. In the two mid-rise buildings unit size ranged
from 1- bedroom / 1-bathroom units of 653 SF to 2-bedroom / 2-bathroom units of 956 SF, with the
largest number of units consisting of 2-bedroom / 2-bathroom units (56%). In the high-rise building unit
size ranged from 1- bedroom / 1-bathroom units of 808 SF to 2-bedroom / 2-bathroom units of 1,355 SF
to 3-bedroom / 2.5 bathrooms pent house units of 2,506 SF, with the largest number of units consisting 2-
Trio Condominiums Unit Mix
Unit Type Total # Units Percentage Size Range (SF) Total Area (SF)
Mid-Rise
1BR / 1BA 34 31% 653-967 27,540
IBR/ 1BA + D 14 13% 1133-1227 16,520
2BR / 2BA 61 56% 828-956 54,412
Mid-Rise Total/Av. 109 100% 903 98,472
High Rise
1BR / 1BA 16 16% 808 12,120
1BR/2BA+D 32 32% 897-1,114 32,856
2BR / 2BA 42 42% 1,016 - 1,355 48,692
PH-2BR / 2.5BA 6 6% 1,426 - 2,868 12,646
PH-3BH/3BA 2 2% 2,255 4,510
PH-3BH/2.5BA 2 2% 2,506 5,012
High-Rise Total/Avg. 100 100% 1158 115,836
Building Total 209 214,308
Average Building Unit Size (SF) 1,025
Figure 1 / Source: Appraisal Research Counselors
bedroom / 2-bathroom units (42%).
LOCATION
RNVERW
BOUNDARY'
STrio Condominiums is located in the northeast part of
the West Loop submarket in the Fulton River district
E0 and approximately 0.3 miles away from the Chicago
River. The development sits on former railroad land
and is situated in the heart of a portion of the West
P. QD Loop that was predominantly industrial. Given the
former industrial character of the area, density was
relatively low compared to other downtown Chicago
SM" neighborhoods. As the area began to change in the
Source: Goovle.com /A nraisal Research CounseIors
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2000's, the Fulton River district became more residential. Over time many existing buildings were
converted to condominiums and apartments and new mid-rise and high-rise buildings were also
constructed. According to the Fulton River District Association, over 10,000 residential units were added
to the West Loop / River North submarket (including all type of residential units and conversions) since
the 1990's.211 However, the neighborhood has not completed its transition into an established residential
area. For example, the site were Trio Condominiums is located faces rail roads and is somewhat isolated
from the city's street grid making this development not easily accessible and not pedestrian friendly.
INTENTION AND ECONOMIC CONDITIONS
The developer, RDM Development, designed the building as condominiums and started to market the sale
of the units for the mid-rise buildings during phase-1 in August 2004. Construction began in the fall of
2005 and initial occupancy was planned for the mid-rise buildings in January 2007 and for the high-rise
building in Late 2007.212 Phase 1 included the two mid-rise buildings and a four-story building with
parking on the three upper levels, retail space on the first floor and a landscaped roof and community and
fitness center. Phase 2 consisted of the 22-story tower. As was the case with the other projects we
analyzed, Trio was also planned and developed during the mid 2000's, a time when the condominium
market was booming in Chicago. As it can be seen from the graph below, during the period from 2004
and 2007, which corresponds to Trio Condominium's development period, new condominium deliveries
nearly doubled in downtown Chicago from 2,500 to 4,788.23 Clearly the rising demand for
condominiums in the market was also the driving force behind the development of Trio Condominiums.
2004-2010 Number of Condominium vs Aparment Unit Deliveries
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Figure 2 / Source: Appraisal Research Counselors
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THE DEVELOPER'S NUMBERS
When the marketing began in the third quarter of 2004, the developer was able to pre-sell 78 units out of
109 in the two mid-rise buildings (72%). This number quickly went up 10% in the following quarter and
by the second quarter of 2005 these two buildings were 100% pre-sold. The developer started marketing
the mid-rise units during the first phase at $325 PSF and lowered the mid-rise prices to $300 PSF during
the following quarters and raised them up to $326 when all units in the mid-rise were pre-sold in the
second quarter of 2005. However, according to a summary report for the property by Appraisal Research,
during the third quarter of 2005 total pre-sale units plunged to 46% for the mid-rise buildings when
almost half of the buyers canceled their contracts. We were not able to identify a specific reason for this
sudden and precipitous decline. Since residential condominium demand and prices were rapidly rising
during 2005, we assume that an issue specific to this project or to the developer caused this decline.
The total percent of pre-sale each quarter and their corresponding list prices PSF can be seen in Figure 3
below.
Pre-Sale List Price PSF vs. Total % Pre-Sold During Development for Mid-Rise
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$350 
- - - -
- 90%
$325 $326 81
$ 30 0 - -730 8 0 %
$275 72 
70
$250 $2 6
$225 60%
$200
50%
$175
$150 40%
$125
30%
$100
$75 20%
$50
10%
$25
$0 __ I I I I 10%
't 0- 0 V0
0i
- Ni M t - Ni M ' - Ni M~ '. -
inAvg. List Price PSF Mid-Rise % Unit Pre-Sold
(O
C?
0
0Y
Figure 3 / Source: Data provided by Appraisal Research Counselors
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Chicago, West Loop Gate, South Loop and River North Total
Percentage of Condominium Units Sold per Year
0 Cocaso so5tt LOo '.Cet LOoo Gate 0 R ver No h
12 ~
Ow
7
/ 4
Figure 4 /Source: Zillow. com
was that buyers were looking for units with a modern design and the
Chicago / West Loop Gate % of Condominium Units Sold
Figure 5 / Source: Zillow.com
After the sudden decline in the third
quarter of 2005, the sale velocity of
the mid-rise building units started to
rise during the fourth quarter of
2005 to 9%. As mentioned in the
other cases, during 2005 and 2006
the downtown Chicago
condominium market was
experiencing a boom propelled in
large measure by first-time home
buyers and young professionals
wanting live and work in the city
and empty nesters wanting second
homes in the urban core. Another
reason for rising demand and supply
high-end luxury amenities
that only full service buildings
offer. Many developers sought to
meet this demand which became a
trend by the mid 2000's. Trio
Condominiums was part of this
trend, however, Trio's location was
not particularly suitable for that
type of product. As shown in
Figure 4 above, the amount of
condominium unit sales increased
starting from early 2000 until 2005
in the immediately surrounding
area, however, as the sale prices
increased the number of sales
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declined. The Condominium Unit Sale Price for the eastern section of West Loop, known as West Loop
Gate, can be seen in Figure 5 above.
While there was a 39.6% increase in supply during 2006 compared to 2005 in downtown Chicago, this
number went down to 13.9% in 2007. Looking at the graph in Figure 4, which compares the total
percentage of units sold in Chicago (in general) to specific neighborhoods including River North and
South Loop with West Loop Gate, it is obvious that sales in West Loop declined earlier. The South Loop
submarket of Chicago, like West Loop, was also a developing neighborhood, however, the sales history
shows that the West Loop submarket demand reaction to the increasing supply and prices was faster and
more volatile in West Loop than South Loop. This historical data shows us that the area where Trio is
located was not as stabilized as the rest of the downtown area studied in this paper.
Accordingly, the developer was only able to close on 88 units out of the 109 in the two mid-rise buildings
between the periods from the third quarter of 2007 to the fourth quarter of 2010. While the average list
price during the third quarter of 2007 was $362 PSF, the pricing at the actual closing was $342 PSF,
which represents a 6% price reduction. The following quarter the average list price PSF was increased to
$366, however, the actual closed unit price PSF was at $303 PSF, a 17% price reduction. By the time the
88 units in the mid-rise buildings closed until the end of 2010 the average actual closing price was at $227
PSF as it can be seen in Figure 6.
Average Price PSF and Total % Closed-Sale for Mid-Rise
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Figure 6 / Source: Public Records, MLS and Appraisal Research Counselors
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Obviously, the dismal the number of closings on units in Trio mid-rise buildings was a reaction to the
declining market conditions in 2007 and the nature of the neighborhood and site characteristics. Figure 6
shows the closed units sale history for the development period.
The percentage of pre-sold units per quarter for the 22-story high-rise building did not start at the same
rate as for the two mid-rise buildings. We do not know whether the marketing of the high-rise building
started at the same time as the marketing for the mid-rise buildings, however, according to Appraisal
Research Counselors' the first pre-sale was in the third quarter of 2006.
List Price PSF and Sale Velocity per Quarter (High-Rise)
in Avg. List Price PSF a High Rise % Unit Pre-Sold
$392
$352
62%
0-% --- -- ~~
- -- -- - - -- -- -20% 2I10.
10%
o0 0 0 0 0 0 0
M~ Vt ~ - - 1 '
inHigh Rise % Unit Closed
Figure 7 /Source: Appraisal Research Counselors
During 2006 the condominium market experienced two opposite phases. At the beginning of 2006
demand for condominium units was strong, however, toward the end of the year the demand for buying
luxury condominium substantially slowed down. As mentioned earlier in the case, by the end of 2006
supply of new condominium units exceeded the demand. Therefore, during the second phase of
construction, which was the period when the high-rise building was being built, sale velocity was volatile.
As shown on Figure 7, the developer's pricing never changed as response to these market conditions.
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AT COMPLETION
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The construction of the high-rise portion of this residential complex was completed in late 2009, which
was approximately three years after the originally planned completion date.214 By the end of 2009, the
high rise building only pre-sold 25% of the units, while the mid-rise pre-sold 82%, totaling pre-sales of
54% of the whole complex. As a result of the low sales volume, according to Crain's of Chicago, as
the project neared completion in October 2009 the developer was considering the option of converting the
unsold units to rental apartments.2 16 Even before this decision, during the third quarter of 2009, the
developer's unsold unit pricing was not changed significantly. In the mid-rise buildings, the price for 1-
bedroom condominium units ranged from $214,900 to $322,500 in early 2009 and the price ranged from
$224,900 to $329,900 at the end of 2009. The price of 2-bedroom units ranged from $239,900 to
$374,900 during the first quarter of 2009 and $249,900 to $379,900 during the fourth quarter of 2009.
Figure 7 and Figure 9 show the unsold inventory prices for mid-rise and high-rise buildings.
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Unit Price of Unsold Inventory for High-Rise Building 7th - 35th Floors
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WHAT ENDED UP HAPPENING TO TRIO CONDOMINIUMS
As a result of Trio's low number sales and increased supply and decreased demand in the market together
with the fact that an approximately $30 million loan was coming due in the fall of 2010, the developer
gave the project back to the lender by a deed-in-lieu of foreclosure.m
Following the foreclosure in the third quarter of 2010, a Boston investment firm, AEW Capital
Management, and a local developer, Marquette Companies, purchased the 121 unsold units for $27.15
million according to Real Capital Analytics and Marquette Companies' web site. The venture planned on
converting the 22-story tower into rentals, however, tried to sell the unsold condominium units in the two-
mid-rise buildings with modified pricing and incentives. The sale prices were reduced by 13 % to 25%
on these unsold mid-rise buildings.218 Also included in the incentives was a free garage parking spot,
which was previously sold for $35,000 and an offer from the owner to pay a buyer's mortgage points so
that they could secure lower interest rates.2 19
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According to Appraisal Research Counselors' Benchmark Report, there were 106 rental units available as
of the first quarter of 2012. Since there are 100 units in the tower, this would mean the remaining six
rental units were in the mid-rise buildings. If the current owners purchased 121 units and rented out 106
units, it would mean that 15 units in the mid-rise buildings were sold during the previous owner's final
marketing period. In order to verify the number of units closed during the latest sales period prior to the
current owners taking control, we also researched the sales history of the project in the public records and
MLS Listings; however, the information obtained was fragmented and was too incomplete to verify our
findings.
COMPARING NON-CONVERSION WITH CONVERSION NUMBERS
NON-CONVERSION OPTION
After having researched public records and reviewed the property summary report provided by Appraisal
Research Counselors, we believe the Trio, as condominiums, ended up closing only 88 units out of 209,
which represents only 42 % of the total. Obviously, this was not the desired outcome of RDM
Development. However, if the desired outcome had been achieved and the developer had sold all the
units at the pro-forma sale price per square foot, unit sales would have generated approximately $72.5
million of income (excluding sales of parking and the 10,000 SF of retail spaces).
In calculating the total sale value we made the following assumptions:
* All units in the mid-rise buildings under contract during the period from 2004-third quarter
through 2007-first quarter closed in 2007-first quarter, which was the planned date for first
occupancy.
* All units in the high-rise buildings under contract during the period from 2004-third quarter
through 2007-first quarter closed in 2008-fourth quarter, which is the date buyers could have
realistically first taken occupancy.
* Actual sale velocity during the first phase of marketing, 3Q-2004, started with 15 units per
quarter and was constant until the end of 2006. In order to adjust for market conditions, we
assumed after the fourth quarter of 2006 the sales velocity was reduced by half per quarter.
* The developer sold the units at list price PSF each quarter. For mid-rise list prices ranged from
the lowest price PSF being $300 PSF for early phase of sales and highest being $366 PSF during
the fist quarter of 2007 when projected sales were completed. For high-rise list prices ranged
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from the lowest being $352 PSF during the third quarter of 2006 when the pre-sale started and
highest being $392 at the end of fourth quarter of 2007 and then decreasing to $351 during the
fourth quarter of 2008.
0 There were no cancelation of pre-sold units and all units had been closed by the fourth quarter of
2008.
COMPARING DEVELOPER'S POTENTIAL SALE VALUE TO ACTUAL SALE VALUE
According to the public records, MLS and closing data provided by Appraisal Research Counselors, the
resulting income from the sale of 88 closed units was approximately $24 million. As can be seen in
Figure 11, median sale prices of these units ranged from lowest price being at $243,000 to the highest
price being at $309,115 during the period from the third quarter of 2007 through the fourth quarter of
2010, when the closings occurred. Shown on Figure 6, the average price PSF ranged from $227 to $362.
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Trio Condominiums' sales history shows that the project experienced a 67%, or approximately $48
million, loss on pro-forma unit sale value, excluding sales of parking and retail spaces during the
development period from the third quarter of 2004 through second quarter of 2010. Since we were not
able to find out what the development and construction costs were or how much equity capital the
developer invested in the project, our analysis only consists of calculating the "hair cut" in the potential
maximum unit sale value.
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Figure 11 / Source: Loss value calculated based on previous data obtained
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HOW DID THE PROPERTY PERFORM AFTER CONVERSION
AEW Capital Management and Marquette Companies leased out most of the units, reaching 90%
occupancy by the first quarter of 2012, after having only closed on the purchase of the unsold units in
December 20 10.220 Exact date for rental operation is not known. Initial rent per unit started around $1,580
to $2,487 for 1-bedroom units, $1,980 to $3,051 for 2-bedroom units in the high-rise and $2,000 to
$2,500 for 2-bedrooms in the mid-rise buildings.221 1-bedroom unit sizes range from the smallest unit
being at 808 SF and largest at 1,114 square feet, yielding a range of $1.95 to $2.23 rent PSF for 1-
bedroom units in the high rise. 2-bedroom units ranged from 1,016 square feet to 1,355 square feet,
yielding a $1.95 to $2.25 rent PSF in the high-rise. 2-bedroom units in the mid-rise ranged from 828
square feet to 956 square feet, yielding a $2.41 to $2.61 rent PSF.
As the property reached 90% occupancy, the rent PSF increased to a range of $2.10 to $2.28 PSF for the
1-bedroom units and $2.31 to $3.00 PSF for the 2-bedroom units in the high rise buildings. Using these
most current rent PSF numbers, 106 rental units would yield approximately $3.5 million of annual gross
rent. Based on certain industry standard assumptions, a property similar to Trio would approximately
have 35 % of its income allocated to expenses. Therefore, total gross rental income less assumed
expenses would yield an approximate net annual rental income of $2.25 million. This annual income
would give the current owner an approximately 8.3% ($2.25 million annual rental income / $27.15
million purchase price) return for the first year of ownership. A breakdown of rent PSF ranges for each
unit type can be seen in the table below. Exact rental unit mix for the mid-rise information was not
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Trio Apartments Estimated Annual Rental Income (1Q-2012)
MID-RISE
Average Unit Size (SF) 903
Number of Rental Units 6
Average Rent PSF $2.61
Mid-Rise Est. Annual Rent $169,7691
HIGH-RISE
Average Unit Size (SF) 1158
# of Area Range
Type Units % (SF) Monthly Rent Rent PSF
1BR/ 1BA 16 16% 808 $1,700 - $1,840 $2.10 - $2.28
1BR/ 2BA + D 32 32% 897-1,114 $1,995 - $3,515 $2.23 - $2.26
2BR / 2BA 42 42% 1,016 - 1,355 $2,295 - $2,700 $1.99 - $2.25
PH-2BR / 2.5BA 6 6% 1,426 - 2,868 $4,275 - $8,600 $3.00
PH-3BH/3BA 2 2% 2,255 $6,760.00 $3.00
PH-3BH/2.5BA 2 2% 2,506 7,500 $3.00
Total 100 100%
High Rise Est. Annual Rent $3,299,748
Total Est. Gross Annual Rent $3,469,517
Estimated Expenses 35%
Total Est Net Annual Rent $2,255,186
Figure 12 / Source: Appraisal Research Counselors
available; therefore annual rent calculation for mid-rise units is based
903 for these specific units.
on the average square footage of
AEW Capital Management and Marquette Companies (the venture)'s implied cap rate assumed to be at
13.7 %. The implied cap rate is calculated as follows: According to the effective rent index obtained from
Appraisal Research Counselors) rent PSF was at $2.23 in downtown Chicago for the fourth quarter of
2010, that's when the venture purchased the property. Using this data, estimated implied cap rate would
have been:
Annual Gross Rent = ($2.23 x 214,308 SF total unit area) x 12 = $5,734,882
Net rent: 5,734,882 - 35 % expenses (2,007,208) = 3,727,673
Implied Cap Rate: Net rent / The Venture's Purchase Price= $5,234,673.3 / $27,150,000= 13.7 %
The estimated difference in current cap rate and implied cap rate would be: 8.3% - 13.7 % = - 5.4%.
The estimated negative difference in cap rates between pre-purchase and post-purchase and conversion
shows that the venture has not achieved its expected return yet.
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CONCLUSION
Trio Condominiums was one of the many residential condominium projects that were completed during
one of the most difficult economic periods in American history. Including both phase one and two, the
development period was approximately six years. In contrast, the project was planned and started in one
of the best times to develop residential projects in downtown Chicago. Clearly the poor economic
conditions in large measure were responsible for the Project's failure, however, we think that other
project characteristics contributed to this outcome. Specifically, location, timing and product type, factors
that are critical to the success of any project, played a vital role in determining Trio's outcome:
1. Location: Fulton River District of West Loop submarket has been a challenging area for projects
like Trio. Since not all parts and street in the district are part of the cities' urban fabric, it is very
important where exactly the project situated in this transitioning neighborhood. Even though the
project is close to major city attractions, the site Trio is located on faces railroads and the
Kennedy Expressway and is surrounded by two big parking lots. The majority of buildings
surrounding Trio have blocks of blank walls creating a non- permeable street walls and non-
inviting pedestrian side walks. Trio's front fagade is singled out from the block it is located,
making this building a stand-alone building on the street and not part of the continuous street
grid.
Clearly, Trio is located at the edge of a neighborhood that has not yet transformed from its past
industrial character into a walkable, safe and pedestrian friendly neighborhood. Even though the
project may have an attractive architectural style, the negative locational attributes were more
effective in influencing buyers' choices.
2. Timing and Pricing: When the development period started, both the Chicago economy and real
estate market was rising. As can be seen on Figure 2, there were 2,500 new deliveries in 2004
which increased by 20% in 2005 and 40% in 2006. By the end of 2007, new condominium
delivery had increased by 91.5% from 2004. Even though city living was becoming very popular,
Chicago did not experience a similar percentage population increase or migration from the
suburbs to downtown. Projects like Trio contributed to the oversupply of the residential market,
which, in the end, led to a great bubble. As the popularity of city living created demand from
people wanting live in full service buildings and increased real estate prices, these increased
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prices drove developers to build more and more of the
over supply
same product, which ultimately led to an
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Considering these economic conditions, the pricing of the units
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Figure 15 / Source:Zillow.com
not available. Therefore to compare the project's
chose to compare the price to South Loop.
in Trio was not reflective of
market conditions, especially
combining the timing and
pricing with the location.
While the developer's initial
list price was $325 PSF, the
median price PSF for like
South Loop, which was
slightly, a more established
neighborhood was at $239 as
it can be seen in Figure 15.
Price PSF data for West
Loop, River West or Fulton
River District was
pricing in terms of PSF most accurately, we
3. Product: As mentioned in the above sections, when the project was planned the current
condominium market trend was full-service, high-end luxury units with rich amenity packages.
However, this strategy, considering location and pricing, did not work for Trio. Buyers were not
ready to commit to high-end luxury living in a transitional neighborhood, especially at above
market prices.
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5.4 Lexington Park Condominiums
Address: 2138 S. Indiana Avenue
Neighborhood: South Loop
Year Built: 2009
Year Converted: 2011
Conversion Type (Bulk): Condominium to Apartment
Total Units: 333
Stories: 35
Parking: 359
Retail: 18,000 SF
Source: www.worldarchitecturenews.com
THE ORIGINAL CONCEPT
BUILDING
Lexington Park Condominiums, currently known as The Lex, was constructed in the fall of 2009 by
Chieftain Group Ltd.222 The building consists of two sections connected by a parking garage with a
landscaped roof deck over it. One section is a 35-story tower with 297 residential units and the other is a
seven-story mid-rise-loft building with 36 residential units. The complex includes approximately 325,250
square feet of residential unit space and 18,000 square feet of retail space. Amenities consist of a party
room, library, indoor dog-run, bicycle storage, fitness center, 15,000 square feet of landscaped roof
terrace with outdoor cooking, heated indoor parking and 24 hour door staff.
Designed in a sleek modern architectural style, this glass tower is situated in the very southern part of
South Loop; an area that was just starting to develop and become part of the urban core of Chicago at the
time the building was planned. It is one of the few high-rise buildings in its surrounding blocks. The
developer also built the property to Leadership in Energy and Environment Design standards. The
property was to be the first "green" condominium project in the area.223 Because of its close proximity to
Lake Michigan, and being the highest building on the east part of southern portion of South Loop, the
property has uninterrupted views of the water. Additionally, the units feature 9 to 11 foot ceiling heights,
hardwood floors, and stainless steel kitchen appliances.
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As per the unit mix chart below shows, the building featured a range of condominiums from 1- bedroom /
1-bathroom units of 728 SF to 3-bedroom / 2-bathroom units of about 1,645 SF, with the largest number
of units consisting of 1-bedroom / 1-bathroom units (39%).
Lexington Park Condominiums Unit Mix
Unit Type Total# Units % Sizeane (SF) Total Area (SF)
Loft
1BR / 1BA 29 9% 728-1011 22,368
1BR / 1BA + D 2 1% 1011-1084 2,022
2BR / 1BA & 2BA 5 2% 1161-1212 5,907
Tower
JR 1BR/ 1BA 25 8% 655 16,400
1BR / IBA 130 39% 765-900 110,675
1BR / IBA + D 25 8% 935 23,325
2BR / 1BA & 2BA 107 32% 975-1345 129,549
2BR / 2BA+D 8 2% 1420-1515 11,754
3BR / 2BA 2 1% 1645 3,290
Tota 333 100% 325,290
Average Unit Size (SF) 9771
Figure 1 /Source: Appraisal Research Counselors
a C
Source: Google.com / Appraisal Research Counselors
LOCATION
The building is located at the edge of The South Loop
submarket and is approximately one-half mile from Lake
Michigan. It is not the best part of South Loop, however, it
is developing. There is enough ground floor retail to make
the streets pedestrian friendly. The South Loop
neighborhood is the historic commercial center of downtown
Chicago. It was formerly a sparsely populated industrial
area. The South Loop is now home to a thriving community
of young professionals and students of nearby colleges such
as Columbia College Chicago, a private school that owns 17
buildings in the neighborhood.
INTENTION AND ECONOMIC CONDITIONS
The developer, Chieftain Group Ltd. designed the building as a condominium tower and started to market
the sale of the units in June 2006. Construction began in April 2006 and initial occupancy was planned
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for July 2009.22 As was the case for other properties in the previous cases, when Lexington Park was
planned, the condominium market was rising in Chicago while the apartment market was falling.
According to Alby Gallun of Crain's Chicago, "Apartment occupancies and rents have fallen among a
weak job market and low interest rates, which encourage buying over renting". Also in 2005 historically
low interest rates inspired many investors and developers to build more condominiums.2 25
THE DEVELOPER'S NUMBERS
The developer began marketing and pre-selling the units in June 2006. Until the end of 2006, as shown in
figure 2 below, 140 units out of 333 (42% of total units) had been presold. The sale velocity from the
second quarter of 2006 to the third quarter of 2006 was 87 units per quarter.22 6 Average unit price ranged
from $237,900 for 1-Bedroom units to $323,900 for 2-Bedroom units in the mid-rise section and
$230,900 for 1-Bedroom units, $516,900 for 2-Bedroom units to $710,000 for pent house units in the
tower section. Deeded parking spaces were offered to the buyers at an additional price of $35,000.227 Sale
price PSF started at $331 during the first phase of marketing (2Q-06) and increased about 10% during the
third quarter of 2006.
Pre-Sold Unit Price, Total % of Pre-Sold Units vs. Total % of Closed Units
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Figure 2 / Source: Data provided by Appraisal Research Counselors
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Chicago / South Loop Condominium Median Sale Price Index (per Unit) The residential market, which was
0 Cnicago South' LoO t)380k strong with rising demand, was
responsible for this early success.
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Figure 3 /Source: Zillow. com to the rising demand. According to
an article published on the web site
Chicago / South Loop Condominium Median Price Index (PSF) National Real Estate Investors, low
0 Llcapo seat' oo00
S 00Uinterest rates and a weak stock
market also kept money flowing
s2/U into, real estate assets, especially
s260j into the trendy multifamily
s2soU condominium market, and the rapid
$24U
construction pace continued withfA/ S230
4,500 new condominiums added in
Jul 01, 2006 21-U 2005. This trend was also parallel
s $200
o $ccaso: 2380 to the office market growth. Pre-
South Lco 326190
sostti La8 leasing commitments from major
~Ziw Hs1u law and financial firms led to the
$1bU construction of more than 3 million
Figure 4 /Zillow.com Chicago / South Loop Condo Median Sale Price Index (PSF) square feet of office space in
2004.228 And, as more people
wanted to live close to work and in urban areas, office market growth reinforced and enhanced the
condominium market growth.
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Under these market conditions, supply of new condominiums in downtown Chicago kept increasing at a
rapid pace. There was a 39.6% increase in supply during 2006 compare to 2005. However this increase
in 2007 was only 13.9%.
Chicago / South Loop % of Condominium Units Sold Accordingly, starting from the
0 Ctcago sOith LOOO
Dc020 fourth quarter of 2006 the sale
Dec 0), 2006
0 Ccago: 4 velocity at Lexington Park dropped
to 14 units per quarter from 87
units per quarter.
As supply had increased more
rapidly than demand, buyers began
4k to have more products to choose
from and accordingly more
aggressively sought attractive
Z I i deals. Consequently, condo sales
velocity in downtown slowed down
Figure 5/Source: Zillow.com in 2006 to 5,783 as compared to
8,162 in the boom year of 2005.230 As some industry experts in the May 2007 issue of Mortgage Banking
Magazine, the Chicago downtown market was overbuilt, and as a result, sales velocity actually stopped
during 2006 and 2007. One expert especially said, "There are a lot of cranes on the skyline, but we don't
see where the demand is coming from.23 ' As supporting these opinions, the real historic sales in
percentage terms shown on Figure 5 graph above.
AT COMPLETION
As the building approached completion the developer still had not changed the list price per unit,
however, by the first quarter of 2009 incentives such as discounts of up $40,000 on select units and a
reduction of the parking space pricing by half were being offered to potential buyers. These incentives did
not help the developer's sales. During the fourth quarter of 2009, even though the construction was
completed, it had become clear that the program was not working and the developer engaged its lender in
discussions about converting the condominiums into rental apartments.
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Developer's Unit Prices - Loft Units 2 nd - 7th Floors
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The developer's list prices for units from 2Q-06 to 4Q-09 is shown in Figure 6 and Figure 7. Figure 6
shows prices for the mid-rise section and Figure 7 shows prices for the tower section. These per unit
prices exclude incentives. As can be seen from the graphs, the developer's list prices for units did not
change over this period to adjust to the changing market conditions.
Developer 's Unit Prices - Tower Units
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WHAT ENDED UP HAPPENING TO LEXINGTON PARK CONDOMINIUMS
As a result of already increased supply and decreased demand in the market and some other factors that
will be covered in detail at the conclusion section below, Lexington Park condominium total pre-sale only
reached to 55% during the second quarter of 2007 and never exceeded that threshold during the entire
development period.
Accordingly, the developer closed the sales center in the fourth quarter of 2007 through the end of second
quarter of 2008. The sales center reopened in 2008 and the developer implemented a new marketing plan
that included giving concessions and discounts on the units and the parking spaces.233 Nevertheless, with
the Great Recession devastating the US economy, sale velocity remained at zero until the first quarter of
2010 at which the project was put on hold. At that time buyers had only closed on four units.
Very soon after the project was put on hold, the developer, in the second quarter of 2010, gave the project
back to its lender by a deed-in-lieu of foreclosure. At that time the lender was ST Residential. Corus
Bank, the original mortgage lender, failed in the fall of 2009 and ST Residential purchased a portfolio of
its distressed condominium loans, one of which was Lexington Park. Unlike traditional lenders, ST
Residential took back the property with the intention of repositioning and operating it.235
According to an online blog about the property, a couple weeks after ST Residential took ownership of
the property, it offered to return deposited funds to buyers who already had contracts.2 36 However,
according to Public Records and MLS Listings summary, there were a total of four units that closed from
April 2009 through October 2009. ST Residential made the decision to convert the rest of the 329 units
to rental apartments by the summer of 2011222 and re-branded the property and named it as The Lex. 23 7
The leasing center was opened in the beginning of April during the second quarter of 2012.238 Three
years after the project was completed it had finally become a rental property.
COMPARING NON-CONVERSION WITH CONVERSION NUMBERS
NON-CONVERSION OPTION
As stated above, the project, as condominiums, ended up closing only four units out of 333, which
represents only 1.2 % of the total. Obviously this was not the desired outcome of Chieftain Group.
However, if the desired outcome had been achieved and the developer had sold all the units at the
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Loss on Pro-Forma Unit Sale Value (4 Units)
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in approximately 52% of loss on unit sales.
Lexington Park Condominiums sales history
showed that the project experienced a 99%
loss on pro-forma unit sale value, excluding
sale of parking and retail spaces.
Even if the developer had been able to close
on the 182 units that were already under
contract by the fourth quarter of 2009, the
approximate income from those sales would
have been $57.2 million, which would result
HOW DID THE PROPERTY PERFORM AFTER CONVERSION
2Q-2012 ANNUAL RENTAL INCOME
Unit Type Total # Units % Size Range (SF) Rent PSF (Range)
Average Unit Size (SF) 977
Loft
1BR / 1BA 29 9% 728-1011 $1.90 - $2.06
1BR/ IBA + D 1 0% 1011-1084 $1.95
2BR / 1BA & 2BA 2 1% 1161-1212 $1.95 - $2.00
Tower
JR 1BR/ 1BA 25 8% 655 $2.39 - $2.58
1BR/ 1BA 130 40% 765-900 $2.01 - $2.06
1BR / 1BA + D 25 8% 935 $2.06
2BR / 1BA & 2BA 107 33% 975-1345 $1.95 - $2.09
2BR / 2BA+D 8 2% 1420-1515 $2.06
3BR / 2BA 2 1% 1645 $1.95
Total 329 100% 1
Estimated Gross Annual Rent $7,950,000
Fathnated Net Annual Rent $567,500
Figure 11 /Source: Appraisal Research Counselors
ST Residential was quickly able to lease out most of the units, reaching 54% occupancy by the summer of
2012 after only having opened the leasing center for four months. Initial rent per square foot was around
$1.80 to $2.39.239 Using these numbers, and assuming all the units are occupied, the annual gross rental
income of The Lex (formerly known as Lexington Park) has been calculated as approximately $7.95
million. Based on certain industry standard assumptions, a property similar to The Lex would
approximately have 35 % of its income allocated to expenses. Therefore, total gross rental income less
assumed expenses would yield an approximate net annual rental income of $5.2 million.
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pro-forma sale price per square foot, unit sales would have generated approximately $119.6 million of
income (excluding sales of parking and the 18,000 SF of retail spaces).
In calculating the total sale value we made the following assumptions:
e All units under contract closed during the period from 2006-second quarter through 2009-third
quarter, which was the planned date for first occupancy.
* Actual sale velocity during the first phase of marketing, 2Q-2006, started with 39 units per
quarter and increased to 48 units for the following quarter. We assumed this actual velocity after
the third quarter of 2006 kept continuing and increasing until the end of 2007-fourth quarter and
then, to adjust for the market, reduced the velocity by half per quarter in order to reflect the real
market conditions.
" The developer had listed his lowest sale price PSF at $331 and highest at $402 (a 21.5 %
difference). We assumed that the developer started selling the units at $331 and increased the
price by 21.5% by the third quarter of 2007 and started to reduce it back again to $331 starting
from the third quarter of 2008 to adjust for real market conditions.
" There were no cancelation of pre-sold units and all units had been closed by the third quarter of
2009.
COMPARING DEVELOPER'S POTENTIAL SALE VALUE TO ACTUAL SALE VALUE
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Figure 8 / Source: MLS, Public Records, Appraisal Research Counselors
According to the Public Records
and MLS closing data provided by
Appraisal Research Counselors, the
resulting income from the sale of
those four units was approximately
$1.2 million. Details of these sales
are shown on the following chart:
(Unit Price for 1Q-09 was not
available, therefore it is assumed to
be the same as 2Q-09 for
comparison)
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According to a Crain's Chicago Newspaper article, the original developer Chieftain Group Ltd. borrowed
$84 million from Corus Bank and $10.6 million from individual investors from Ireland.2" If ST
Residential acquired the distressed loan from Corus at the face value of the total existing debt, that would
mean the current owner's return would be approximately 6.15%. The return is calculated as follows: $5.2
million net income divided by the $84 million loan amount.
ST Residential's implied cap rate during the ownership transfer assumed to be at 6.74%. The implied cap
rate is calculated as follows: According to the effective rent index obtained from Appraisal Research
Counselors) rent PSF was at $2.22 in downtown Chicago for the second quarter of 2010, that's when ST
Residential took purchased the Lexington Park loan portfolio from Corus Bank. Using this data,
estimated implied cap rate calculated as:
Annual Gross Rent = ($2.22 x 325,250 SF total unit area) x 12 = $8,664,660
Net rent: 8,664,660 - 35 % expenses (3,032,631) = 5,632,029
Expected return: Net rent / ST Residential's Loan Purchase Price= 5,664,029 / 84,000,000= 6.74 %
The estimated difference in current return (1Q-2012) and expected return would be: 6.15% - 6.74 % = 59
Basis Points.
The negative estimated difference in cap rates between pre-purchase and post-purchase + conversion
shows that ST Residential has not achieved its expected return yet.
CONCLUSION
Since it has been only about four months that the property has been operating as a rental asset and hasn't
reached to full occupancy, it is still early to say whether the conversion for this project was the best exit
strategy or not. However, the project sat empty nearly three years and produced no income at all prior to
its conversion to apartments. Because the apartment market has been gaining strength during 2012, it
may be accurate to judge that this conversion will be the right choice for this development once it reaches
full occupancy. Obviously the current situation was not what the original developer has envisioned.
What went wrong? After speaking with various Chicago multifamily market experts, the following
conclusions have been drawn:
1. Location: South loop is an area, which was improving at the time the development was planned,
but had not completed its transformation into a desirable location that could compete with other
neighborhoods such as Gold Coast or River North. That is especially true considering Lexington
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Park located is at the edge of the South Loop neighborhood, which is not considered part of
Chicago's lively urban fabric. Because of that, individuals were less willing to invest in a
transitional neighborhood, especially at above market prices. Lexington Park's building and unit
design and amenities were very attractive, however, they were not sufficient to justify the pricing
the developer sought given the transitional character of the neighborhood.
2. Timing: According to Zillow.com, at the time the project was completed at the end of the third
quarter of 2009, average condo sale prices had decreased about 27% from the peak marketing
period of the third quarter of 2007. Additionally, the amount of unsold inventory in Chicago had
Chicago and South Loop median Sales Price Index increased from 5,733 in 2005 to
0 Cncago South Loop 7,973 in 2007, which
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Figure 12 / Source: Zillow.com change and the project not
achieving more than 55% of pre-
sale during the entire development and construction period had negative effect on the projects
success. 242
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3. Product: When the project was first marketed in the second quarter of 2006, the Developer
quickly pre-sold 42% of the units by the end of 2006. The average unit size of the property, 977
square feet, responded well to the demand from young professionals in the growing South Loop
Chicago / South Loop Median Sales Price PSF neighborhood. Buyers were
0 cnicago C South Loop especially attracted to high
$20 quality modern looking
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$160 personal financial futures
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Figure 13 /Source: Zillow.com
commit to this luxury living
style. According to a statement made by an individual associated with the project in the Chicago
Journal, the developer's pricing also was high, even though the product was at luxury
standards.2 3 As it can be seen in Figure 13, Zillow.com Condominiums Median Sale Price PSF
Index for the South Loop Neighborhood, the median sale price PSF was around $270 during the
second quarter of 2006, however, Lexington Park's initial sale price PSF was $331 during the
exact same period. As the marketing progressed during the first quarter of 2007, the list price
PSF reached $365 while the South Loop Median Sale Price PSF was around $238 (see Figure 13
below). Even though the units were high quality, that area was not ready for that level of luxury
living. We do not know what the development or construction costs were, however, according to
an article in Crain's Chicago (a local newspaper), the original developer borrowed a total of $94.6
Million ($84 million from Corus Bank and $10.6 million from individual investors from
Ireland). 24 Assuming the developer borrowed no additional debt, the total debt ($94.6 million)
divided by the number of units (333) yields approximately $284,000 per unit in debt cost. The
developer's list prices from the second quarter of 2006 through the fourth quarter of 2009 indicate
an average unit price of $343,000. Comparing these numbers with median sales prices per unit
shown on Figure 12 above, especially considering the distressed market conditions in the late
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2000's, indicates that the pricing and the cost of the units clearly played a big role on the project's
failure.
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5.5 Astoria Residences and Spa
Address:
Neighborhood:
Year Built:
Year Converted:
Conversion Type (Bulk):
Total Units:
Stories:
Parking:
Retail:
8 East 9th Street
South Loop
2009
2010
Condominium to Apartment
248
30
244
9,200 SF
THE ORIGINAL CONCEPT
BUILDING
Astoria Tower is a 43-story, 248-unit, mixed-use residential building constructed in September 2009 by
Provence Development Group. It includes approximately 223,000 square feet of residential unit space,
12,000 square feet of residential amenity space and 9,200 square feet of retail space.
As initially constructed, the project consisted of for sale condominium units with amenities such as a
business center, library, a conference center, a party room, a home theater, 24 hour door staff, private
storage, bike room, a full spa with an indoor pool and a fitness center.
Designed in Arc Deco style, the building is situated in the South Loop where this style of architecture was
a unique concept at the time of construction.2 The garage is concealed with units that are wrapped
around the building making the streetscape more pleasurable for pedestrians. The north side of the
building has unobstructed views which the developer has preserved in perpetuity by purchasing a light
and view easement. Additionally, the units featured 9 foot ceiling heights, hardwood floors, stainless steel
kitchen appliances, cable, telephone and high-speed-internet wiring.
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As per the unit mix chart below shows, the building featured a range of units from studios of 545 SF to
Pent House units of about 1,900 SF, with the largest number of units consisting of 2 bedroom/2
bathrooms units (39%).
Astoria Residences and Spa Unit Mix
Average Unit Size (SF) 900
Unit Type Total # Units % Size Range (SF) Total Area (SF)
STUDIO 19 8% 546 10,374
1BR/ 1BA 89 36% 561-820 57,074
1BR / 1BA + D 39 16% 840-985 35,014
2BR / 2BA 96 39% 1,000 - 1,388 112,129
3BR/2BA 1 0% 1540 1,540
PH Units 4 2% 1,503 - 1,878 6,778
Building Total 248 222,99
Fieure 1 /Source: Avrraisal Research Counselors
] I
8 *
Source: Google and Appraisal Research Counselors
INTENTION AND ECONOMIC CONDITIONS
LOCATION
The building is located in the South Loop
submarket and is approximately one-half mile from
both Lake Michigan and the Chicago River. The
South Loop neighborhood is the historic
commercial center of downtown Chicago. It was
formerly a sparsely populated industrial area, but
the South Loop is now home to a thriving
community of young professionals and students of
nearby colleges such as Columbia College Chicago,
a private school that owns 17 buildings in the
neighborhood.24
The developer, Provence Development, designed the building as a condominium tower and started to
market the sale of the units in August 2005. Construction began in April 2006 and initial occupancy was
planned for July 2009. At the time the development was planned, the condominium market was rising in
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Chicago while the apartment market was falling. According to Alby Gallun of Crain's Chicago,
apartment occupancies and rents had fallen due to a weak job market and low interest rates, which
encourage buying over renting.247 Also in 2005 historically low interest rates inspired many investors and
developers to build more condominiums.
THE DEVELOPER'S NUMBERS
The developer began marketing and pre-selling the units in August 2005. In Q3-2005, 103 units (43% of
total units) had been presold and pre-sales steadily continued until the end of 2006. The residential
market, which was strong with rising demand, was responsible for this early success. Young
professionals, aging empty nesters as well as speculators contributed to the rising demand. According to
an article published on the web site National Real Estate Investors, low interest rates and a weak stock
market also kept money flowing into the condominium market, and the rapid construction pace continued
with 3,000248 new condominiums added in 2005.249 This trend was also parallel to the office market
growth. Pre-leasing commitments from major law and financial firms led to the construction of more
than 3 million square feet of office space in 2004.250 And, as more people wanted to live close to work
and in urban areas, office market growth reinforced and enhanced the condominium market growth.
Comparison Chart: Avg. Price PSF vs % Sold and % Closed
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Under these market conditions, the developer was able to achieve 43 % pre-sold units at an average list
price PSF at $340 during the beginning of marketing (3Q-2005). Average unit price ranged from 1-
Bedroom units being around $179,000 to 2-Bedroom Units being $595,000. Deeded parking spaces were
offered to the buyers at an additional price of $40,000 to $42,0000.2' Additionally, monthly assessments
ranged from $73 to $231 per unit. These condominium assessments included heat, water, sewer, gas,
insurance, cable television, fitness, door staff, pool, and exterior maintenance and snow removal. 5
By the first quarter of 2007 the price PSF had steadily increased to $470 PSF however pre-sales started to
decline to 69%. The average unit price for 1-Bedroom units was around $230,000 while the average unit
price for 2-Bedroom units was around $7 10,000.253 After this peak period, the price PSF started to decline
to $310 PSF during the third quarter of 2010 with actual completed sales occurring at $285 PSF.
Chicago and South Loop Median Sale Price PSF During the third quarter of 2005,
O C $300 the Zillow.com, Condominiums
Median Sale Price PSF for South
Loop Neighborhood was at $251
while Chicago Median Sale Price
PSF was at $233 as it can be seen
in Figure 3. These historic figures
indicate that the developer's initial
o market rate for that specific
neighborhood. That is not
Figure 3/ Source: Zillow.com surprising since the property was
designed to be a high-end luxury product and South Loop was an up and coming neighborhood where the
prices were relatively lower than more established neighborhoods such as Gold Coast. Median Unit Price
comparing South Loop and Gold Cost neighborhoods can be seen on the graph below.
Toward the end of 2006, the condominium market in Chicago cooled down. As supply had increased
more rapidly than demand, buyers began to have more products to choose from and accordingly more
aggressively sought attractive deals. Consequently, condominium sales velocity slowed down in 2006 to
5,783 as compared to 8,162 in the boom year of 2005. Nevertheless, new units continued to be delivered
at an increasing rate: in 2005, 4,000 new units were delivered in downtown and this number increased to
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Chicago, South Loop, Gold Coast Median Unit Price Index 5,200 in 2007.24 As industry
0 Czaso ser LOD3 aac coa experts at the time observed,
the Chicago downtown market
Aug 01, 2005 was overbuilt, and as a result,
0 CIcaso: sales velocity actually stopped
SOitl LOO $292ic
A 450 Coast: S2/4 during 2006 and 2007 .
Astoria sales velocity
remained at zero until the
fourth quarter of 2008. And
then, as the Great Recession
devastated United States
Iow
economy, Astoria sales, along
with condominium salesFigure 4 /Source: Zillow.com
throughout Chicago, actually
started to in fact rapidly decline through cancelations of existing pre-sales contracts. Buyers with units
under contract at Astoria Tower canceled those contracts because they lost confidence in the development
as the economy deteriorated and were also increasingly having difficulty selling their existing units.
Buyers' inability to sell their existing units was a particularly troubling phenomenon because that left
them without the necessary funds to close on the units they had under contract even if they wanted close.
As a result, starting in the second quarter of 2007, Provence Development had to reduce the average unit
per square foot price to $441 from $470. During the second quarter of 2009, the developer brought in a
new marketing team hoping that would help to increase sales. However, by this time the project was not
on schedule. According to the new sales team, the amenity floor would be finished by November of 2009
but penthouse units would not be ready until January 2010.256 As initially planned, owners were to take
occupancy in July 2009.7.
AT COMPLETION
As the building approached completion, the developer started to lower prices even further, and by the
third quarter of 2009 the developer was providing incentives such as offering financing of up to 95%.258
The building was ready for occupancy in late fall of 2009 and by January 2010 only 175 units out of 248
were under contract. The 73 remaining units ranged from a 527-square-foot studio, priced at $169,800 to
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Avg. List Price PSF vs. Avg. Closed Sale PSF
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Figure 5/Source: Appraisal Research Counselors Closed Sale History data for
Astoria Tower. As shown on Figure 5, even though 54 % of units were under contract, only 14% of the
units closed. Provided below is a graph showing the developer's unsold unit inventory prices.
Developer's Pricing of Unsold Inventory
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a 1,900-square-foot penthouse
that was priced at $1.2 million.
The price of indoor parking
spaces was reduced to $37,000
from approximately $40,000.259
By the third quarter of 2010, the
unit price per square foot was
reduced to $310 with actual sales
occurring at $285 PSF according
to Appraisal Research
Counselors Sales Absorption /
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WHAT ENDED UP HAPPENING TO ASTORIA TOWER
With potential buyers canceling their contracts and the development failing to achieve the pro-forma
numbers, Provence Development was only able to close on 43 units. By June 2010 the lender who had
provided the project's senior and mezzanine loans had taken over the property. 260 According to the
lender's web site, the lender took over the project and sold the building in December of 2010 for a
number of reasons, including construction delays and cost overruns. 26 1
Crescent Heights, a Miami-based development firm, purchased 205 of 248 units, 207 parking spaces, and
about 9,000 SF of retail from the lender in December 2010. The sale price was approximately $44.7
million or $218,237 per unit.262 According to the web site chicagorealestatedaily.com the purchase price
was about 43% less than the $79.4-Million-construction loan. Crescent Heights purchased the property
with a conversion to apartments in mind and after closing on the property in December 2010 quickly
commenced renovations on the amenity floor and the lobby. Occupancy started to increase immediately
after that and the property was stabilized in about seven months.
COMPARING NON-CONVERSION WITH CONVERSION NUMBERS
NON-CONVERSION OPTION
As stated above, the project, as condominiums, ended up selling only 43 units out of 248, which
represents only 17% of the total. Obviously this was not the desired outcome. However, if the desired
outcome had been achieved and the developer had sold all the units at the pro-forma sale price per square
foot, unit sales would have generated approximately $93.5 million of income (excluding sales of parking
and the 9,200 SF of retail spaces).
In calculating the total sale value we made the following assumptions:
0 All units under contract closed during the period from 2005-third quarter through 2009-third
quarter, which was the planned date for first occupancy.
* There were no cancelations of pre-sold units.
* Sale velocity during the sale period started with 50 units per quarter and steadily increased until
the end of third quarter of 2009.
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* The developer achieved the initial pro-forma sale PSF at $340 to $470 during the periods of
2005-third quarter through 2007-first quarter respectively.
" The developer achieved a higher price PSF sale at $473 to $480 starting from 2007-second
quarter through the end of 2009-third quarter.
COMPARING DEVELOPER'S POTENTIAL SALE VALUE TO ACTUAL SALE VALUE
As a condominium project, the developer closed on 43 condominium units out of the total 248 units. The
resulting income was $11 million dollars. Details of these sales are shown on the following chart:
Astoria Residences and Spa Closed Sales History
Total Buildin Unit Area 222909
Average Unit Size (SF) 900
Date Sale Velocity Unit Type Sale Value
4Q-09 6 1 Studio, 5 JBRIBA $1,224,578
1Q-10 11 1 Studio, 6 JBRIBA, 3 2BR/2BA, 1 3BR/2BA $3,430,824
2Q-10 15 1 Studio, 9 JBRIJBA, 5 2BR/2BA $4,000,242
3Q-10 6 5 IBRIBA, 1 2BR/2BA $1,295,900
4Q-10 5 1 Studio, 4 JBRIJBA $789,049
Total 43 10740593
Figure 7 / Source: MLS, Public Records and Appraisal Research Counselors
Actual Sale Velocity vs. Median Sale Price per Unit
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Figure 8 / Source: MLS, Public Records, Appraisal Research Counselors
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Astoria Tower's sales history showed that the project experienced an 88% loss on pro-forma unit sale
value, excluding sale of parking and retail spaces.
As stated above, Crescent Heights'
Loss on Pro-Forma Unit Sale Value (43 Units)
$100,000,000 -_ -purchase price for the remaining un-
$90,000,000 - 93,694,529 sold 205 units was $44.7 million,
$80,000,000 - - which is approximately $218,000 per
$70,000,000 -
$60,000,000 unit 263  Comparing this purchase
U Actual Sale Value
$50,000,000 88-S E Pro-Fora Sale Value price to the average list price per unit
$40,000,000 during the marketing period from the
$30,000,000
$20,000,000 third quarter of through the third
$10,000,000 
------ quarter of 2020 yields an
$0
approximately $220,000 discount.
Figure 9 / Source: Calculated based on previous data obtained from MLS,
Public Records and Appraisal Research Counselors These figures are calculated based
on the developer's unsold inventory pricing provided by Appraisal Research Counselors.
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HOW DID THE PROPERTY PERFORM AFTER CONVERSION
Crescent Heights was quickly able to lease out most of the units, reaching 80% occupancy by the summer
of 2011 after only having acquired the property in December of 2010. Initial rent per square foot was
around $1.70 to $1.90 and steadily increased to an average of $2.20 by the end of 201 1."2 According to
the first quarter of 2012 rent data provided by Appraisal Research Counselors, the average rent per square
foot ranges between $2.04 to $2.60. Using these numbers, the annual gross rental income of Astoria
Tower has been calculated as approximately $5 million. Based on certain industry standard assumptions,
a property similar to Astoria Tower would approximately have 35 % of its income allocated to expenses.
Therefore, total gross rental income less assumed expenses would yield an approximate net annual rental
income of $3.25 million. Crescent Heights purchased the property for approximately $44.7 million.
Therefore, their return on investment for the first year would be approximately 7.2 %.
1Q-2012 Annual Rental Income
Unit Type Total # Units 1 % (of 205 units) Size Range (SF) Rent PSF (Range)
Average Unit Size (SF) 900
STUDIO 15 7% 546 $2.60
1BR/IBA 63 31% 650 $2.48
1BR/2BA+D 35 17% 895 $2.22
2BR / 2BA 88 43% 1,167 $2.04
PH Units 4 2% 1,694 $2.43
Total 205 100%
Estimated Gross Annual Rent $5,020,284
Estimated Exp. 35%
Esthated Net Annual Rent $3,263,185
Figure 11 / Source: Appraisal Research Counselors 2012, first quarter, listed rent price data for Astoria Tower
Crescent Height's expected return assumed to be at 8.66 %. The expected return is calculated as follows:
According to the effective rent index obtained from Appraisal Research Counselors) rent PSF was at
$2.23 in downtown Chicago for the fourth quarter of 2010, that's when Crescent Heights purchased the
property. Using this data, estimated implied cap rate would have been:
Annual Gross Rent = ($2.23 x 222,909 SF total unit area) x 12 = $5,965,044
Net rent: $5,965,044- 35 % expenses ($2,087,765) = $3,877,279
Estimated cap rate: Net rent / Crescent Height's Purchase Price = $3,877,279/ $44,738,600 = 8.66 %
The estimated difference in current cap rate and implied cap rate: 7.2% - 8.66 % = - 1.46%.
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The estimated negative difference in cap rates between pre-purchase and post-purchase and conversion
shows that Crescent Heights has not achieved its expected return yet.
CONCLUSION
The Astoria project is the very epitome of a successful conversion product. Obviously, this was not what
the original developer has envisioned. What went wrong? There is no exact answer to this question.
However, after speaking with various Chicago multifamily market experts, the following conclusions
have been drawn:
1. Location: South loop is an area, which was improving at the time the development was planned,
but had not completed its transformation into a desirable location that could compete with other
neighborhoods such as Gold Coast or River North. Individuals may have been willing to live and
rent units in a transitional neighborhood, however, they were less willing to make purchases in
such a neighborhood, especially at above market prices. Astoria's building and unit design and
amenities were very attractive, however, they were not sufficient to justify the pricing the
developer sought given the transitional character of the neighborhood.
2. Timing: At the time the project was completed at the end of third quarter of 2009, average condo
sale prices had decreased about 27% from the peak marketing period of 2007 third quarter
according to Zillow.com.
Chicago / South Loop Median Sale Price per Unit Additionally, the amount of
0 Aditonllo ytohth amuto
unsold inventory in Chicago had
increased from 5,733 in 2005 to
7,973 in 2010 which
3 2 .k corresponded with the project's
4'3(Lk initial marketing and construction
period. Clearly timing had a
2b0k materially negative effect on the
420k 23k project's suCCess.
Zlow,
3. Product: When the
Source:Zillowxcom project was first marketed in the
third quarter of 2005, the Developer quickly pre-sold 43% of the units with pre-sales steadily
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increasing until the end of 2006. In 2005-2006, the average unit size of the property responded
well to the demand from young professionals in the growing South Loop neighborhood. Buyers
were especially attracted to the rich, hotel-like amenities such as full service spa and fitness center
offered to the residents. However, starting from the fourth quarter of 2006, the number of pre-sold
units at Astoria started to go down. Declining national and local economic conditions and
unpredictable personal financial futures caused people to not want to commit to this luxury living
style. Buyers ended up canceling their contracts, especially for the 2BR / 2 BA units, which made
up the majority of the units. As shown on Figure 7 above, condo mix of sold units has the highest
number of 1 BR/ 1BA unit type. Demand for purchasing bigger units declined dramatically.
4. A final reason for the project's challenges relates to the construction delays: The developer had
pre-sold a significant number of units, however, when it became clear the project was not going to
be delivered on time, many buyers lost confidence in the developer and cancelled their contracts.
Developer's previous experiences with other projects also contributed to this reasoning.
Distressed Conversions 112
CHAPTER 6: CONCLUSION
The demand for downtown residential housing was increasing from after the recession in the early 1990s
through the beginning of the boom in 1997.265 Much of the demand was supported by strong economics
and demographics. Between 1990 and 2010, the downtown population increased by 81.5%, while the
MSA population increased by only 15.6%. From 2000 through 2010 alone, it increased by 42.0%
compared with 4.0% in the MSA. Meanwhile, the urban core employment increased 12.9% between
1994 and 2009 while the MSA increased by 9.8% during the same period. In this time, the urban core
gained 25.2% of the jobs created in the MSA even though urban core employment only accounted for
19.7% of the employment in the MSA in 2009. As the population and employment in the downtown and
urban core increased at a higher than in the MSA, it demonstrated a "return to the city" trend that was
creating demand for downtown residential housing. Additionally, the downtown median household
income increased by 67.3% between 1990 and 2010 compared with 60.3% in the MSA. In 2010, the
downtown median household income was $63,492, which was 10.6% greater than that for MSA of
$57,427. This median household income differential was only 5.5% in 1990.
While real demand started the boom high prices ended it. Between 2003 and 2007, the average sale price
for a condominium increased 81.9% from $160 PSF to $291 PSF in the South Loop and 83.1% from $213
PSF to $390 PSF in the Gold Coast. During the same period, the year-end effective rent for Class A
apartments increased 22.2% from $1.84 PSF to $2.25 PSF, while Class B apartments increased 21.7%
from $1.66 PSF to $2.02 PSF in the downtown Chicago residential market. Similarly in Near North
between 2003 and 2008, the average sale price for a condominium increased 30.0% from $313 PSF to
$407 PSF, while the downtown Chicago residential market year-end effective rent for apartments
increased 14.7% from $1.84 PSF to $2.11 PSF for Class A and 16.9% from $1.66 PSF to $1.94 PSF for
Class B. In these three neighborhoods, the increase in condominium prices greatly exceeded the increase
in apartment rents, which suggests that there was a bubble in the downtown Chicago residential market.
While these price-to-rent comparisons range from 2003 through 2007 and 2008, there was strong
indication and concern about the price-to-rent differential much earlier. In 2005, a Federal Deposit
Insurance Corporation ratio showed that the median home price was 23 times the average rent in the
Chicago area, and that this ratio, which was at its highest level in 20 years, had increased from 14 since
2001. According to that ratio, the average price for a home in the Chicago area had increased 69%, while
the average rent had only increased 4% between 1998 and 2005. This spread not only made owning less
economical than renting, but it also made buying extremely risky.
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While condominiums may have become excessively overpriced during the boom, the market stock does
not appear to have been grossly overbuilt. Assuming the downtown average household size of 1.58, the
downtown population of 156,184 should require 98,851 housing units. Based on the current downtown
market stock of 106,145 units, there is a surplus stock of 7,294 units. Again, assuming the downtown
average household size of 1.58, the population would have to increase by 11,525 (7.4%) people to absorb
the stock. Between 2000 and 2010, the downtown population increased at a compound annual growth
rate of 3.63%. If this compound annual growth rate was applied to the population of 156,184 people in
2010, the downtown population would have increased by 11,553 or 7.4% to 167,737 people by 2012,
which would have been the necessary additional population to absorb the surplus stock. Of course, this
analysis is rather back-of-the-envelope and does likely does not properly account for potential issues such
as the downtown market stock being used in this analysis being understated or overstated, existing
housing units not captured in this downtown market inventory, potential future population may fall above
or below the average household size of downtown of 1.58, the existing population may leave the
downtown area without being replaced, and stock may be added or removed from the downtown market.
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